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PATENT REFORM: PROTECTING INNOVATION 
AND ENTREPRENEURSHIP 


THURSDAY, MARCH 19, 2015 

United States Senate, 

Committee on Small Business 

AND Entrepreneurship, 

Washington, DC. 

The Committee met, pursuant to notice, at 10:02 a.m., in Room 
428, Russell Senate Office Building, Hon. David Vitter, Chairman 
of the Committee, presiding. 

Present: Senators Vitter, Risch, Gardner, Ernst, Cardin, Cant- 
well, Shaheen, Booker, Coons, Hirono, and Peters. 

OPENING STATEMENT OF HON. DAVID VITTER, CHAIRMAN, 
AND A U.S. SENATOR FROM LOUISIANA 

Chairman Vitter. Let’s go ahead and get started. 

Good morning and welcome, everybody, and welcome to our hear- 
ing on “Patent Reform: Protecting Innovation and Entrepreneur- 
ship.” 

I want to thank our panel of witnesses for taking time away from 
their jobs and, in many cases, making the trip to Washington for 
this important hearing. We look forward to your testimony. 

As many in this room are aware, there is a growing call for the 
Senate to act swiftly and make patent reform legislation a priority 
for floor consideration once committees have done their work. 

Today, we are here to answer a sole question: How do we address 
patent reform while protecting innovation and not impose negative 
consequences on small businesses and entrepreneurs? It is impor- 
tant to ensure that any bill that moves to the U.S. Senate floor 
achieves this goal. 

Certainly, we want to combat frivolous lawsuits and patent troll- 
ing, but we also want to maintain a level playing field for small 
business investors and large companies alike. 

Patent jurisprudence has changed considerably over the past 
three years, and there are ample ongoing changes to the patent 
system which are still being implemented. 

Protecting small business and safeguarding those innovations is 
the responsibility of this Committee, not to mention the bedrock of 
the American entrepreneurial spirit. 

Similarly, it is essential to remember that many legitimate own- 
ers of intellectual property do not manufacture anything but, none- 
theless, have very important legitimate claims of patent infringe- 
ment against other parties. These include independent inventors, 
research and development companies, and universities, who all 
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qualify as nonpracticing entities. Therefore, Congress should act 
decisively, but it should also act with prudence. 

We have heard pleas from businesses across the board that the 
patent system is increasingly becoming a forum for financial specu- 
lation and litigation rather than innovation. American innovators 
and small businesses across the country are being forced to divert 
critical resources to defend themselves against vague claims of pat- 
ent infringement, resulting in substantial drains on our economy. 

Main Street businesses using off-the-shelf technology need to be 
protected against frivolous demand letters and suits. This must 
stop, but it would be similarly disturbing if we uprooted a major 
portion of the U.S. economy to address harmful behavior from a 
few bad actors. 

The discussion surrounding patent reform must include a de- 
tailed analysis of how legislation would further impact small busi- 
nesses, investors, and universities. 

And as chair of this Committee on Small Business and Entrepre- 
neurship, I certainly feel an obligation to highlight that our patent 
system fuels the economy. 

Unfortunately, many businesses have seen some bad actors, and 
patent abuse by bad actors certainly wastes vital funds that could 
otherwise go to productive activity. It is this reason that I fully 
support bringing the patent discussion forward to address specific 
targeted legislative fixes as long as that discussion carries the nec- 
essary protection for smaller businesses and startups. 

Unfortunately, when dealing with bad actors, there is very rarely 
a one-shot solution. I have seen disturbing efforts that, in an at- 
tempt to demonstrate a greater level of “growing abuse,” lump in- 
nocent, well-intended business suits in that of trolling. 

So legislation should not have the effect of allowing one group to 
strong-arm another smaller group simply because of immediate ac- 
cess to resources. Efforts to unbalance the system using misguided 
information will ultimately lead to less prosperity in our system. 

Licensing one’s patents is not a bad thing. It is for that reason 
I believe the discussion deserves the necessary room to include 
what the legislation’s further impacts will be on small businesses 
and investors and universities. 

And so it is my hope that today with our witnesses and experts 
across the spectrum, we can discuss how best to balance a path for- 
ward. And I certainly look forward to carrying this issue and dis- 
cussion on as a member of the Senate Judiciary Committee as well. 

With that, let me turn the mic over to Senator Cardin. 

OPENING STATEMENT OF HON. BENJAMIN L. CARDIN, A U.S. 

SENATOR FROM MARYLAND 

Senator Cardin. Well, Chairman Vitter, first of all, thank you for 
convening this hearing. This is our first committee hearing here in 
Washington of the Small Business and Entrepreneurship Com- 
mittee of this Congress, and I want to thank Senator Vitter and 
his staff for the cooperative arrangements that we have in putting 
together this particular hearing. 

It is very interesting; there are lots of committees in the Con- 
gress that deal with issues that affect small business. 
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The Finance Committee deals with the tax code, and there is 
major impact on small businesses. 

The Environment and Public Works Committee deals with the 
regulatory environment for an environment that affects small busi- 
ness. 

The Banking Committee deals with the financial systems in this 
country that affect small business. 

And the Judiciary Committee deals with pensions and pension 
laws that affect and patent laws that affect — excuse me. They deal 
with patent laws that affect small businesses. 

Only this Committee focuses on the small business community, 
and it is very appropriate that we have a hearing dealing with the 
impact of these policies as they affect small business. So, Mr. 
Chairman, I am very pleased that we are having this hearing to 
deal with patents so that we can take a look at the impact it has 
on small business. 

We are trying to balance two different thoughts on how the pat- 
ent system is working. We have our universities and large biotech 
companies that have one view, and we have smaller companies 
that have different views. 

And I would hope that we could harmonize those views. That 
may be asking a little bit too much, but I think this hearing can 
help us in trying to figure out how is the best way to deal with 
these conflicting roles. 

The role of small business is critical to the dialogue on patents. 
Small business produces 16 times more patents than larger busi- 
nesses. And the ability of entrepreneurs to obtain patents often 
acts as a precursor to investors’ willingness to provide funding at 
critical stages. 

An effective and functioning patent system is critical to the eco- 
nomic growth of the United States. Intellectual property has been 
a fundamental source of American innovation and economic pros- 
perity since our nation’s founding. 

Of late, there have been many efforts to improve the system. The 
administration issued a series of executive actions, and Congress 
passed the America Invents Act in 2011, which put in place our 
First-to-File system, procedural changes, fee revisions, and post- 
grant review. 

I look forward to hearing from today’s witnesses as to how those 
reforms and executive actions are working in practice, the impact 
it has on businesses in our community. 

I also look forward to hearing from our witnesses about their ex- 
periences with the patent assertion entities, also known as patent 
trolls. Small businesses are particularly vulnerable, as the chair- 
man pointed out. They do not have the deep pockets. They are par- 
ticularly vulnerable to claims that their work is invalid or requires 
significant investment of time and money to litigate. 

Research institutions also play a significant role in the patent 
arena. University-owned research labs spur innovation by transfer- 
ring patentable inventions developed in their labs to the private 
sector for commercialization as new technologies. 

In the State of Maryland, I have seen how technology transfer 
programs at the University of Maryland, the National Institutes of 
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Health, the Johns Hopkins University have had to stimulate 
growth in my State; indeed, in the entire country. 

Nationwide, similar programs have generated hundreds of bil- 
lions of dollars of economic activity and three million jobs in the 
past three decades alone. 

So, Mr. Chairman, this is an issue that this Committee is ideally 
suited, I hope, to find a common ground. The Small Business and 
Entrepreneurship Committee has had a reputation of working in a 
bipartisan way to help small business, and we will be challenged 
in this area, but I think today’s hearing can help us find a way for- 
ward. 

I am very impressed by the witnesses that we have before us, 
and we look forward to your testimony and helping us understand 
how the current system is working, the challenges we have, how 
we can balance innovation moving forward, protecting intellectual 
property of creative people but also allowing companies to be able 
to move forward in more discoveries for the benefit of our economy. 

Chairman ViTTER. Great. Thank you, Ben. 

We do have five great witnesses. I am going to introduce the first 
three before each of their testimony, and then Senator Cardin will 
introduce the remaining two. 

First, we will hear from Mr. David Winwood, President-Elect of 
the Association of University Technology Managers and Chief Busi- 
ness Development Officer of LSU’s Pennington Biomedical Re- 
search Center. 

Prior to his current position, David served in research, business 
development, and company leadership roles in three startup busi- 
nesses. 

Welcome, David, and please proceed. 

STATEMENT OF DAVID WINWOOD, PRESIDENT-ELECT, ASSO- 
CIATION OF UNIVERSITY TECHNOLOGY MANAGERS, AND 

CHIEF BUSINESS DEVELOPMENT OFFICER, LOUISIANA 

STATE UNIVERSITY’S PENNINGTON BIOMEDICAL RESEARCH 

CENTER 

Mr. Winwood. Thank you, Mr. Chairman. 

Chairman Vitter, Ranking Member Cardin, committee members, 
I am grateful for the opportunity and privilege to testify today. 

I am President-Elect of the Association of University Technology 
Managers, AUTM, a nonprofit organization dedicated to enhancing 
the global academic technology transfer profession, and as men- 
tioned, I am also the Chief Business Development Officer of Lou- 
isiana State University’s Pennington Biomedical Research Center 
in Baton Rouge. 

The Center’s mission is to discover the triggers of chronic dis- 
eases through innovative research that improves human health 
across a life span. 

Well, university research has brought huge benefits to the Amer- 
ican economy, national security, and health care. An independent 
survey released just this week indicates that since 1996 academic 
industry patent licensing has contributed up to $1.18 trillion to the 
U.S. economy, bolstered U.S. GDP by up to $518 billion, and sup- 
ported up to 3.82 million U.S. jobs. 
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In that same 18-year period studied, AUTM reported the creation 
of more than 4,200 startup companies based on academic and non- 
profit research. 

And, in 2013 alone, AUTM reported 24,000 inventions from aca- 
demic research, inventions that helped launch 719 new products 
and served as the basis for the creation of more than 800 startup 
companies. 

The Bayh-Dole Act in 1980 helped unleash the power of the pat- 
ent and provided a framework in which universities are encouraged 
to engage with corporate partners to take inventions from the lab 
to the marketplace. Under Bayh-Dole, universities exercise a pref- 
erence for licensing to small entities, including startup companies. 

Now Congress has been a partner with universities by funding 
the basic research that industry no longer performs, and the proc- 
ess by which federally funded inventions are moved to the market 
has been refined and improved as the technology transfer profes- 
sion has matured over the years. 

Patenting is a complex, lengthy, unpredictable, and expensive 
process. Yet, it is crucial for the commercialization of most inven- 
tions, with patents often being used effectively as collateral to at- 
tract early stage investments to allow commercialization to pro- 
ceed. 

And certainly. Chairman, the innovative proof of concept funding 
program recently implemented by the LSU Board of Supervisors to 
turn LSU research into companies and products requires evidence 
of IP protection before funding is approved. 

But there is a real concern among universities and small busi- 
nesses regarding the sweeping changes to the U.S. patent system 
that some in Congress are advocating in bills such as H.R. 9., a 
concern that our efforts to fill a vital role in the innovation eco- 
system will be stifled. 

Fee-shifting and joinder provisions proposed in the pending legis- 
lation could effectively exclude universities and our licensed start- 
up companies from enforcing our legitimate patent claims, result- 
ing in significant losses to the entrepreneurial and innovation eco- 
system that propels the U.S. economy. 

Now going to court is always a last resort for patent holders, but 
if going to court becomes too risky then patents will lose their 
value to licensees and to investors. We believe the investment com- 
munity would clearly be much less inclined to risk-making, early 
stage funding commitments, including to startups, if H.R. 9 became 
law. 

Now the university community understands the concerns of law- 
makers and industry groups regarding what has become known as 
the patent troll issue. Indeed, in a Fetouary 2015 press release, six 
higher education associations commenting on H.R. 9 clearly stated 
that our associations want Congress to pass legislation this year 
that would put an end to the abusive behavior of patent trolls. 

But in saying that, we mean a targeted, narrow approach that 
focuses on the abusive behavior, such as that recently proposed by 
Senator Coons in the STRONG Act, which is aimed at protecting 
small businesses, universities, and entrepreneurs from abusive pat- 
ent litigation, addressing the problem but without the negative side 
effects the other legislation might cause by impeding legitimate 



6 


patent holders from enforcing their patent rights. So we are happy 
to work with Congress toward that end. 

At AUTM, we see a broad landscape as having changed over the 
past year or so. The Supreme Court has issued rulings giving 
judges more discretion to assess legal fees to losers in litigation if 
the judge believes the case is unjustified. The FTC has recently 
pursued a patent troll who sent out misleading demand letters to 
hundreds of small retailers, and the Commission says it plans to 
do more. And, the PTO itself has new procedures in place that are 
helping remove bad patents before they ever get to trial. 

So, in closing, I would urge this Committee to express itself to 
the Senate Judiciary Committee and raise these concerns as that 
committee begins to work on its own version of patent litigation re- 
form because we simply cannot allow overzealous pursuit of trolls 
to take the American patent system out of reach for universities, 
small businesses, and small inventors who are counting on you to 
protect them from legislation that overreaches. 

So I thank you for providing the opportunity for us to make these 
comments, and I will be happy to answer questions. 

[The prepared statement of Mr. Winwood follows:] 
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Testimony of David Winwood 

President-Elect, Association of University Technology Managers 
Chief Business Development Officer, Louisiana State University’s Pennington 
Biomedical Research Center 
Before the 

Senate Small Business and Entrepreneurship Committee 
March 19, 2015 

Chairman Vitter, Ranking Member Cardin, Committee Members, I am grateful for the opportunity and 
the privilege to testify today. 

I am the President-Elect of The Association of University Technology Managers , which is a nonprofit 
organization dedicated to bringing research to life by supporting and enhancing the global academic 
technology transfer profession through education, professional development, partnering and advocacy. 
AUTM’s more than 3,200 members represent managers of intellectual property from more than 300 
universities, research institutions and teaching hospitals around the world as well as numerous businesses 
and government organizations. Since 1990, AUTM has collected detailed data related to the licensing 
activities of the home research institutions of its members. 

I am also the Chief Business Development Officer of Louisiana State University’s Pennington Biomedical 
Research Center . The Center’s mission is to discover the triggers of chronic diseases through innovative 
research that improves human health across the lifespan. 

I am here today to talk to you about the importance that patents and academic technology transfer play in 
company formation, job growth, economic development, and ultimately the new products and services 
that make our world better. 

It seems quite appropriate first to quote from Abraham Lincoln , speaking in 1860: 

"Next came the patent laws. These began in England in 1 624, and in this country with the adoption 
of our Constitution. Before then any man [might] instantly use what another man had invented, so 
that the inventor had no special advantage from his own invention. The patent system changed 
this, secured to the inventor for a limited time exclusive use of his inventions, and thereby added 
the fuel of interest to the fire of genius in the discovery and production of new and useful things. " 

Lincoln signed the Morrill act into effect in 1862. The Act provided firm expectations and positioned 
many of our leading public universities to create the basic framework for development of the nation’s 
infrastructure, education and research into those areas needed to forge a new country by pushing the 
frontiers of knowledge in science, engineering and agriculture. Even before the advent of the Morrill Act, 
universities played a key role the innovation ecosystem of the United States. 

Today, our research universities play an even more vital role in creating a better future - not only by 
educating close to 600,000 graduate students in science and engineering every year, but also, and critically. 
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by performing more than 15% of U.S. R&D in 2011 - and according to 2012 NSF data, accounted for the 
majority (53%) of national basic research. This research, some basic, some applied or ‘translational’ 
creates new technologies, new products and services, medicines, diagnostics - the list is long and 
impressive - but also, this research gives rise to entire new industries. 

My perspective today is based on my own experience in the field, which includes twelve years on the 
ground floor as an employee - not as an attorney, but originally as a scientist - for three different startup 
companies - two of which originated in a university, one of which provided early stage development of 
what is today an approved and marketed prescription drug for ocular inflammation and allergies, Lotemax, 
sold by Bausch & Lomb. 

Since leaving employment in startup companies and joining the academic technology transfer community, 
I am now in my twentieth year helping to move technologies into the commercial world from universities 
across the United States including North Carolina, Alabama, Ohio, and now, I am pleased to say, 
Louisiana. I have been fortunate to have worked with some of the most creative minds in our university 
community. During this time, I have led teams that have managed more than 2,300 inventions, executed 
more than 500 license agreements and participated in the creation of and licensing to 73 new startup 
companies. More than 60 new products have become available on the market based on the university 
technologies licensed by my teams during my time at these institutions. 

The products commercialized by new or emerging companies that licensed technologies from my 
employing institutions encompass a wide variety of inventions, including: new semiconductor 
manufacturing methods; approaches to keep fruits & plants fresh during shipping; new LED lighting 
materials; new crop varieties; innovative food science manufacturing techniques; environmentally 
friendly dry cleaning; medical devices; and cyber security applications. While these startup companies 
obviously address a very diverse set of industries and products, one thing is constant across all of the 
industries and technologies listed - the crucial and utter importance of intellectual property on the 
company’s ability to attract investment to grow a basic discovery made at a university into a fully-fledged 
company. Only in this way do the research investments and endeavors provide economic impact - 
including benefits to society and a valid return to the national investment made in basic discovery science. 

How does this transformation from basic research into new products or new industries take place? 
Certainly not in a vacuum. Generally, academic technology transfer has three main steps: invention 
conception and evaluation, protection, and commercialization. Let’s look at each of these steps one at a 
time: 

Invention Conception and Evaluation 

U.S. Universities, Hospitals, Research Institutes, and Federal Labs are hotbeds for innovation. In 2013 
alone, AUTM reported that those U.S. institutions accounted for over 24,000 inventions that resulted from 
$65 billion in research expenditures - with almost $40 billion coming from federal sources'. A rigorous 
analysis of those 24,000 inventions by technology transfer offices examining such aspects as marketability 
and protectability identified a subset of those inventions that were commercially promising. 

Protection 
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Once the inventions are evaluated, intellectual property protection of various types is sought for promising 
inventions including copyright, trademarks, and most frequently, patents. In 2013, AUTM reported on 
the filing of approximately 1 5,000 new patent applications. 

This patenting step is absolutely crucial for the commercialization of inventions. In the absence of a strong 
intellectual property system - specifically patents - most of those inventions will never see the light of 
day. Why is that? The answer is quite simple - the cost to develop those inventions to a marketable 
product are significant and in the absence of intellectual property protections that the patent system 
provides, no one will ever invest in the promise of an invention. Said another way, how many of you 
would invest in a company that will spend tens to hundreds of millions of dollars on a product knowing 
that a competitor will be free to offer the same product at a fraction of the cost since they invested 
substantially less in R&D? So in the end, although $65 billion is invested in research at leading institutions 
around the country, the fruits of that labor will wither on the vine in the absence of a strong patent system. 
Seeking patent protection is but the start of a complex, lengthy, unpredictable and expensive process, yet 
it is fundamental and crucial to establishing and building value in the initial investment in basic research. 

Commercialization 

Ultimately, it is the translation of those inventions and patent-protected innovations to products and 
services that is the ultimate goal of university technology transfer offices worldwide, and judging by the 
latest data, we have been successfully doing just that. In 2013, we reported 719 new commercial 
products being available and the net product sales arising from research at U.S. Universities, Hospitals, 
Research Institutes, and Federal Labs exceeded $22 billion dollars annually. To clarify, that revenue 
was received by the various licensees of our various inventions, nol by our institutions - either existing 
companies or some of the many start-up companies that arise from University research. In fact, 818 
startup companies arose from those institutions in 2013 alone and 3,441 in the last five years. Not all of 
those companies will survive, but some will and will follow in the footsteps of other startup companies 
arising from University research such as Cree Incorporated, out of North Carolina State University - 
now a market-leading innovator of lighting-class LEDs, LED lighting, and semiconductor solutions for 
wireless and power applications. 

One of the very attractive ways that university technology transfer officers fulfill their role is by working, 
usually with local entrepreneurs, to establish new companies to develop a product or service incorporating 
a university-owned patent. 

Indeed, as mentioned, data from the AUTM survey show that startup company formation from US 
universities and other research institutions has been robust for the last several years, rising from 651 in 
2009 to 818 in 2013 — this for a combined 5 year total of 3,441 startup companies initiated from university 
licensing activity. 

Of the 818 startup companies mentioned above, 611, or around 75%, had their primary place of business 
in the licensing institution’s home state. This percentage has remained fairly constant over the last two 
decades, lending credence to the notion that our universities help to establish entrepreneurial ecosystems 
that benefit their regional economies. 

In fact, over the almost 25 years that AUTM has been collecting licensing data, we can count 4,206 
companies started from university licensing activities that are still active and operating at the end of 2013. 
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Most of these are companies which are more resistant to "off-shoring" - in large part because they enjoy 
the benefits of US patent protection as a core asset. 

In addition, and in keeping with requirements under the Bayh-Dole Act, universities exercise a preference 
for licensing to small entities, including startup companies, who with their limited resources, are not in a 
position to engage in substantial patent litigation. 

AUTM survey data show there are close to 10,000 patented products currently being sold that originated 
in academic research laboratories. 

Most often, a startup company’s sole asset is a patent application or issued patent, upon which the 
company’s fortune lays. Our historically strong patent system has provided some limited comfort for our 
entrepreneurs to pursue these risky endeavors. Sometimes they fail, sometimes they are wildly successful 
but in the absence of a robust patent system, these innovations most likely never would have progressed 
any further than the inside of an inventor’s laboratory. 

The continuum of building value from research investment to commercialization is evident in several 
successful programs at both federal and state levels. The SBIR and STTR programs, started in 1 982, were 
very useful to the first startup company in which I worked. The SBIR program was created to boost 
innovation by providing federal funds to drive national priorities. In the words of program founder Roland 
Tibbetts : 

“SBIR was created to address a need that is still critical: to provide funding for some of the best 
early-stage innovation ideas — ideas that, however promising, are still too high risk for private 
investors, including venture capital firms" 

The STTR program explicitly requires involvement of an academic partner - highlighting the close 
relationship between academia, startup company formation and growth. 

In Louisiana, the state provides up to a 40% refundable tax credit on qualified research expenditures 
incurred in the state. Louisiana is among only a handful of states that offer this type of incentive for 
SBIR/STTR award recipients. Over the past six years, the universities in the LSU system have produced 
a number of startup companies commensurate with or greater than predicted based on their research 
expenditures. 

At the state level, similar investments have been made with the goal of leveraging basic university research 
and helping to turn the output into new companies and industries. For example, in Louisiana, the LSU 
LIFT2 program was created by the LSU Board of Supervisors in January 2014 to help “Leverage 
Innovation for Technology Transfer” across all the campuses of the LSU system. Grants are awarded to 
faculty on a competitive basis twice a year, in amounts up to $50,000, to validate the market potential of 
their inventions. The LSU Board of Supervisors has already committed $4million to this initiative. The 
Louisiana Board of Regents is currently evaluating the creation of a statewide competitive proof of 
concept fund modeled closely after LSU’s L1FT2 program. 

A constant for successful applications to any of these programs is that reviewers must be convinced that 
meaningful and strong intellectual property protection will be available for funded projects. To invest 
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absent this expectation - and indeed requirement - would be poor use of national and institutional 
resources. 

Access to intellectual property may be a necessary component for the growth of technology based 
companies from our universities - but it is not sufEcient. It is also crucial that it is possible to enforce the 
rights embodied in the intellectual property - rights granted to the owner under the US constitution. 

This is a key concern for universities and small businesses as we observe the proposed sweeping changes 
to the US patent system that some in Congress are advocating. 

One might ask - if the path to patenting is so perilous and expensive, why should universities participate? 
As stated eloquently by Jacob Rooksbv recently: 

“A patent issued to a university represents years of costly research investment by taxpayers and 
faculty, and thousands of dollars of human capital by the university 'sTTO and patent counsel. ” 

“A university 's failure to enforce one patent when warranted sends a signal to industry that it may 
not be willing to enforce other patents it owns. Many — if not most — companies will feel no 
obligation to take a license to a university’s patent when they perceive no consequence for 
declining to take a license. " 

And: 

"Most universities are 'reluctant participants ’ in infringement lawsuits. Universities primarily are 
' in the business of innovating, not litigating, and most would like to keep it that way, " 

Recently introduced bills, such as the Innovation Act, H.R.9 present real cause for concern to universities 
in our efforts to fill a vital role in the innovation ecosystem. 

Universities are indeed in the business of innovating - as they have been since before the Morrill Act - 
and not litigating; but if universities fail to enforce - or as may be the case if some of the sweeping 
legislation currently under consideration becomes law, are unable to enforce their legitimately granted 
patent rights then it is a poor use of the university’s (and taxpayers’) investment and sends the wrong 
signal to investors and industry - namely, that university licenses are worthless. In particular, H.R.9 
would have the dual effect of making it more costly and risl^ for universities and for our startup companies 
to litigate and would impose various financial liabilities upon those universities for lawsuits that they 
decline to pursue for financial, prudential, or other reasons. 

The dual specters of fee shifting and joinder provisions proposed in pending legislation give significant 
cause for concern that if enacted, universities - and their licensed startup companies - would be effectively 
excluded from enforcing legitimate patent claims. This, we believe, would result in significant losses to 
the entrepreneurial and innovation ecosystem that has for so long propelled the US economy. 

On fee shifting, former USPTO Commissioner Kannos recently stated that: 

"Federal courts have always had the discretion to award attorney fees to the prevailing party in 
exceptional cases, although historically they rarely used that discretion. Last term ’s Supreme 
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Court decisions in Octane Fitness v. Icon and Highmark v. Allcare have required that courts grant 
such awards more readily and that these awards be afforded greater deference on appeal" 

The matter of joinder is equally troubling - by allowing the inclusion of additional parties into a lawsuit, 
likely in an involuntary manner, universities may be seen as particularly appealing candidates for joinder, 
as the perception exists that they have a greater ability to pay damages than do many of the startup entities 
to which we license our technologies. 

We believe that this situation would significantly limit opportunities for startup company formation & 
licensing. We have heard clearly that the investment community - recall that most of our startups are 
initially funded by friends, family and angel groups - would be much less inclined to risk making early 
stage funding commitments including to startups, as the Innovation Act’s joinder provision applies to 
everyone with an interest in a patent and not just ‘trolls’. As such, joinder could include universities & 
their inventors - faculty members, post docs, students and staff. 

Together, fee-shifting and joinder militate against legitimate, good faith university patent enforcement. 
OUTCOMES 

We are fortunate to have been able to partner with our colleagues in BIO - the Biotechnology Industry 
Organization - to obtain detailed economic analysis of the impacts of university technology licensing. 

Several prominent economists recently updated a study to evaluate the impacts of academic technology 
licensing. 

Highlights include the following observations: 

Using an input output “I-O” approach to estimating the economic impact of academic licensing, and 
summing over the 18 years of available data for academic U.S. AUTM Survey respondents, the total 
contribution of these academic licensors to gross industry output ranges from $282 billion to $ 1 . 1 8 trillion, 
in 2009 $US Dollars; contributions to GDP range from $130 billion to $51 8 billion, in 2009 $US Dollars. 

Estimates of the total number of person years of employment supported by U.S. universities’ and 
hospitals’ and research institutes’ licensed-product sales range from 1,130,000 million to over 3,824,000 
million over the 18 year period. 

A long term trend is that other nonprofits, as well as universities, are performing a larger share of total 
U.S. R&D. 

The Challenge 

The university community is not oblivious to the concerns of many lawmakers and industry groups 
regarding what has become known as the ‘Patent Troll’ issue: indeed, in a February 5, 2015 press release, 
six higher education associations (AAU, APLU, AAMC, ACE, AUTM & COGR) commenting on the 
Innovation Act, (H.R.9) stated: 

"To be clear, our associations want Congress to pass legislation this year that would put an end to 
the abusive behavior of patent trolls. However, such legislation should promote, not discourage, 
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technology transfer. And it must sustain our fair and strong patent system, which is the envy of the 
world. We believe that Chairman Goodlatte's bill has the potential, if properly redrafted, to 
accomplish this goal. We look forward to working with him to achieve such a positive outcome for 
patent holders and the American public. ” 


We believe that among the current legislation ofiFered for consideration, H.R,9 has great potential to break 
the established and well-functioning value chain from basic discovery research funding in our universities 
to translation and commercialization incorporating small business partners - and perhaps to do so 
irreparably. Invariably, these small businesses rely on robust patent protection as leverage to allow them 
to secure the financing necessary to grow their operations. Many of these small businesses in turn rely on 
universities as their source of licensed intellectual property. If both small businesses and universities are 
excluded from participation in the patent system, the consequences for future growth and innovation are 
bleak. 

In contrast, we believe that legislation recently proposed by Senator Coons (the STRONG Patents Act of 
2015') . appears to address problems that may currently exist in regards to abusive patent legislation - 
typically involving the issuance of threatening, vague and often fraudulent demand letters to small 
businesses - by targeting the bad actors responsible for such activity with great specificity. Rather than 
attempting to wreak widespread changes to the US patent system, we support the targeted approaches in 
the STRONG Act aimed at protecting small businesses, universities and entrepreneurs from atasive patent 
litigation without unnecessarily burdening these crucial drivers of our irmovation economy. 

We believe that there is concrete evidence today that contradicts the arguments regarding massive 
increases in patent litigation made by many supporters of sweeping patent reform included in H.R.9, and 
nominally targeted at ‘patent trolls’. Former USPTO Commissioner David Kappos recently stated quite 
plainly: 


'‘....every credible study of 2014 patent litigation trends has reported that, from 2013 to 2014, 
there was a roughly 18% decline in the total number of patent suits nationwide. " 

Mr. Kappos also points out that: 

“....adjusting for procedural changes of the America Invents Act. patent litigation at the end of 
2014 was actually commensurate with 2009-2010 levels. And in a recent comprehensive study of 
2014 trends, it was revealed that the number of litigants in new district court patent cases declined 
over 23% from 2013 to 2014, down to 16,089 — the lowest level since 2009. ” 

“. . .All this data taken together screams that the AM is working, and that whatever further 
tinkering is needed, it should take a light touch. ” 

We support the development and implementation of approaches targeting bad actors but leaving intact the 
US patent system - the global benchmark - so that our universities and small businesses may continue to 
participate and provide opportunities for technology and innovation based growth. 

Thank you for providing the opportunity for us to make these comments. 
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I will be happy to answer questions either now or later at david.winwood@.pbrc.edu or by telephone on 
225 763 2619 . 
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Chairman ViTTER. Great. Thank you very much. 

Next, we have Robert N. Schmidt, Co-Chair at the Small Busi- 
ness Technology Council and also with the National Small Busi- 
ness Association. 

For the past 25 years. Bob has been founding and growing com- 
panies in the medical device and aerospace fields. He is a profes- 
sional engineer, an attorney, and specifically, a patent attorney. He 
has 31 patents to his name, and the 5 companies he has founded 
control over 160 U.S. patents and applications plus additional for- 
eign patents. 

And also, one of the groups. Bob, as part of the National Small 
Business Association, along with its coalition partners, recently 
sent a letter to Representatives Goodlatte and Conyers and Sen- 
ators Grassley and Leahy, imploring Congress to slow down and 
fully consider that legislation. 

And so I want to move that we make that part of the record. 
Without objection, so ordered. 

[The information follows:] 
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March 4, 2015 


The HoBorable Bob Goodlatte 
Chairman 

Committee on the Judiciaiy 
U.S. House of Representatives 
Washington, DC 20515 


The Honorable John Conyers 
Ranking Member 
Committee on the Judiciary 
U.S. House of Representatives 
Washington, DC 20515 


Dear Chairman Goodlatte and Ranking Member Conyers, 

We write to you as members of the Alliance of U.S. Startups and Inventors for Jobs (USIJ). The 
USU is a diverse group of Silicon Valley-based inventors, entrepreneurs, venture capitalists, 
startup companies, incubators and research institutions. We have come together in the interest of 
safeguarding our nation’s innovation ecosystem. 

The research and development that our companies and institutions do has led to numerous 
breakthrough technologies in fields including medical devices, drug products, clean tech, mobile 
technologies and cloud computing. 

Our entrepreneurs, venture capital members and incubators have - for many years - founded and 
financed dozens of companies that have created billions of dollars of value and thousands of 
jobs. 

We invent real things and create real companies, and we are concerned that efforts to reform the 
patent system in the U.S. will harm our ability to lead the world in both of these things. This 
would be a huge loss for the entire U.S. innovation ecosystem and our global competitiveness. 

If Congress makes it more difficult and expensive to protect the intellectual property we create, 
less will be created. It is that simple. We rely on a strong patent system that allows us to both 
effectively enforce our property rights, and efficiently defend ourselves when larger competitors 
make claims against us. Unfortunately, H.R. 9 - the Innovation Act, would make it nearly 
impossible for venture-backed startups to do this and only seems designed to benefit large, 
entrenched companies. 


U..S, Staitiips and Inventors for Jobs 
u.sij.org 
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The importance of strong and reliable patent protection for venture-backed startups in innovative 
industries such as medical devices, drug products, communications and IT cannot be overstated. 
Indeed, a recent MIT study on the success of Silicon Valley noted that one of the top indicators 
of success is, “Startups that get control over their intellectual property in their first year through 
patents.”^ 

We were very concerned that a recent House Judiciary Committee hearing on H.R, 9 gave short 
shrift to concerns raised by the National Venture Capital Association (NVCA). We share the 
same concerns as the NVCA and, as VCs, entrepreneurs and venture-backed startups ourselves, 
it was disappointing to see some on the Committee question the motivations of NVCA. The 
potential gravity of the changes to the U.S. patent system deserve a serious conversation where 
all stakeholders’ views are respected. 

We understand the various patent reform proposals found in the Innovation Act are designed to 
address abusive behavior that has led to expensive litigation and deceptive practices by those 
who have made a business out of patent litigation. But for those of us who have made a business 
out of invention and creating companies, they could have a devastating effect. 

The Innovation Act contains several core provisions that, taken together, would significantly 
harm venture-backed startups. 

The bill’s mandatory delay of essential discovery until late in the trial process forces all parties to 
spend money and time before they know the essential merits of their case. This is extremely 
risky for a small company which would be forced to spend a tremendous amount of money (even 
in a case with a high probability of success) because the critical information to determine the 
merits of the case will not be available to the startup. 

In addition, the Innovation Act’s threat of mandatory fee shifting radically escalates the risk and 
expense to startups. The Innovation Act’s fee shifting provision will add an additional stage at 
the end of every patent trial in the U.S. that will deter plaintiffs and defendants fi’om aggressively 
defending themselves. It will force many small businesses to settle prematurely when facing a 
large company or well-funded non-practicing entity on the other side. These entities can handle 
an expensive trial and the threat of mandatory fee-shifting, while most venture-backed startups 
cannot. This provision will not impact large corporations or well-financed NPEs, but it may very 
well make pursuing legal recourse for infiingement or defending against alleged infringement 
financially ruinous for many venture-backed startups. 

This situation is compounded by a provision in the Innovation Act that would allow the joinder 
of “interested parties” when a non-prevailing party is unable to pay fees and expenses assessed 
under H.R. 9’s fee shifting provision. We understand the intent is to address the issue of shell 
corporations which finance abusive lawsuits; however, the ounce of prevention offered by this 
provision would have dramatic unintended consequences. Investors in innovative startup 
companies, particularly in the technology and life sciences industries, know that in the event of a 
product success the companies they invest in have a high likelihood of being sued by patent 


h«p://m.bizjoumals,com/sanio5e/blog/lechllash/2O15/O2/somas-hot-bui-study-fin<js-h0art-o(-l8ch-succ8ss- 

in.hfrn!?ana=e_du_wiaid&s=articie_du&ed=2015-02-14&u=xVuE3P+KD4rm2d5NnbDIA3Jyig5&t=1423933353&r=ftjll 

U.vS. Stiimips and In\’cntors for Jobs 
usij.org 
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holders, or might need to sue companies infringing their patents. This joinder provision would 
cause many venture capitalists to avoid investing in innovative startups that are increasingly 
dependent on their patent portfolios. It could also force them to quickly abandon then- 
investments when litigation becomes necessary to either enforce patents, or defend infringement 
claims. 

Finally, we believe that the provision in the Iimovation Act which would stay customer suits is 
overbroad and unnecessary. Courts already have at their disposal a balanced body of law to 
ensure efficient and consistent resolution of related infringement issues, including consolidation 
of cases under Rule 42(a), or imder the auspices of the Judicial Panel on Multi-District Litigation 
(“MDL”). These rules are more than sufficient to address any abusive situations. 

While we have specific and profound concerns with the approach to patent reform taken by H.R. 
9, we believe that reform is needed in certain areas. We would welcome the opportunity to work 
with you in this process to make sure the right legislation, not just any legislation, is passed into 
law. 

Thank you for your attention to our views. We will continue to highlight our concerns as this 
process moves forward. 


Sincerely, 

Roger Sippl 

Founder, Executive Chairman & CTO 

Connected Cloud 

Zeeshan Naseh 

President and Chief Executive Officer 

Connectloud 

Greg Bakan 
CEO 

Cetera, Inc. 

Patrick Maguire 
CEO 

CyberHeart, Inc. 

Ronald Mosso 
CEO 

EnerVault 

Joshua Makower, M.D. 

Founder & CEO 
ExploraMed Development 


Thomas J. Fogarty, M.D, 
Chairman, Director, Founder 

Fogarty Institute for Innovation 

Mark Lewis 
CEO 

Formation Data Systems 

K. Angela Macfarlane 
President & CEO 

ForSight VISION4, Inc. 

John Maroney 
CEO 

ForSight VISIONS, Inc. 

Jeff Grainger 
Managing Partner 
The Foundry 

Steve Axelrod 
CEO 

G-Tech Medical 


U.S. Stamip-s and Imentors for Job.s 
u.sij.org 
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Dennis Wahr, M.D. 

Eb Bright 

President and CEO 

Chief Operating Officer 

Holaira 

Nuelle 

Jessie Becker 

Jonathan Coe 

CEO 

COO 

Inpress Technologies, Inc. 

Prescient Surgical 

Fletcher Wilson 

Bev Huss 

Founder & CEO 

CEO 

Intervene 

Qool Therapeutics 

Dr. Greg Raleigh 

Charles Giancarlo 

Founder, CEO & Chairman 

Chairman 

ItsOn 

Soraa 

Chairman 

Howard Earhart 

CEO 

Avaya 

LensVector 

Jeff Parker 

CEO 

Mark Juravic 

CEO 

Soraa 

Materna Medical 

Brian Walsh 

President & CEO 

Michael Kleine 

President & CEO 

Transcend Medical 

Miramar Labs, Inc. 

Andrew Cleeland 

CEO 

Kevin Sidow 

President & CEO 

Twelve 

Moxlmed 

Jill Wilson 

CEO 

Dave Amerson 

President & CEO 

Vida Systems, Inc. 

Neotract 

Gabriel Sanchez 
Founder & CEO 

Zebra Medical 


Cc: Members of the House Judiciary Committee 

Speaker John Boehner 
Majority Leader Kevin McCarthy 
Minority Leader Nancy Pelosi 
California Congressional Delegation 


U.S. Startups and Inventors for Jobs 
usij.org 
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SBTC 


Sm^ Bus^ Tedirx^ 


March 13,2015 


To: All US Senators 

Subject: Support the STRONG Patent Act and the TROL Act, not Anti-Patent 
Senate Bills Similar to HR 9 

SBTC advocates for the 5,000 Small Business Innovation Research (SBIR) firms who 
receive a quarter of America’s R&D 100 awards (the world’s most valuable patents) and 
create 58% more patents than all universities combined. SBTC is a council of the National 
Small Business Association (NSBA), which has a much broader main street constituency. 

I am co-chair of the SBTC and separately the founder, chairman, and majority owner of 
five technology firms, an inventor, professional engineer, attorney, and patent attorney. I 
have thirty-one patents of my own and control about two hundred patents and applications 
through my companies. I am also an Angel investor and a member of several angel groups, 
and I was previously the Licensing Manager of a major engineering firm. I understand the 
invention ecosystem from multiple perspectives. 

I am gravely concerned about a letter initiated by Senator Warner asking Senators to 
support legislation similar to last year’s House Bill HR 3309 (now HR 9) in the Senate. A 
similar bill was proposed last year by Senator Leahy and others were also proposed in the 
Senate. 

For the sake of America’s future, please do not support such legislation, which will 
seriously harm small inventors and allow large, dominant companies to infringe small 
inventors’ patents with impunity. The HR 9 and related Senate legislation does nothing to 
solve the Troll issue, but does make sure that small inventors can never afford to enforce their 
patents. It overturns 220 years of American growth by fundamentally changing the economy, 
from one that thrives on technical innovation to one that makes market dominance the primary 
criteria for continued success. The bill will substantially cut the potential value and job- 
creating incentives of new innovations. This will discourage innovation, slow the economy, 
and put American businesses at a disadvantage against foreign competition. Many leading 
organizations oppose HR 9, including the National Small Business Association, the 
Association of American Universities, the National Association of Patent Practitioners, the 
Patent Office Professional Association, and the Office of Advocacy of the US Small Business 
Administration. It is also opposed by over 2,000 small inventors, a number of large inventing 
businesses, and many others. 

As an example, Virginia Gavin, owner of Appligent Inc., and a member of the NSBA, 
having received two demand letters and paid twice, was extremely anti-troll. Once she 
understood each and eveiy provision of HR 3309, she stated, “There is NOTHING in this bill 
that will help me and several items that will harm my business.” 
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SBTC 

Smtf Tectmeto^ 

HR 9 does not stop the large, well-funded Trolls. It hurts small inventing businesses. It 
allows large tech firms to infringe with impunity against small firms that cannot afford the 
risks associated with enforcing their patents. “Loser pays” means even the slightest chance of 
a small inventor losing a lawsuit will quell innovation, as it destroys the value of patents. 
Inventors must risk losing their entire business, as well as personal assets pledged as security, 
to enforce a patent. (This may well lead to the loss of their house, then their spouse and 
children (as what spouse will stick around a “cra 2 y” inventor who has his home taken away 
by the court) [It is strange that only inventors, and the people that fund them, are so heinous 
in this proposed America, that only they should lose the protection of the corporate veil.] 

Patents and innovation are the lifeblood of our high standard of living. Patents advance 
and protect American manufacturing and American innovation, HR 9 would strike a ten'ible 
blow against future American jobs growth. HR 9 purports to attack trolls, but it will mainly 
decimate small entity innovation by creating a system where only multi-millionaires and big 
businesses can afford patents. 

The Orwellian-labeled “patent reform” bills attack patent rights, cloud the title to patents, 
and help infringers avoid suits by raising the cost to enforce patents beyond the financial 
resources of most inventors and small businesses. Diminished patent enforcement capability 
for small business will reduce the creation of quality jobs in America. 

HR 9 will also severely impact licensing in America. Licensees will become responsible 
for the court costs of the patent litigation winner should their licensor loose. The licensee’s 
business plans may be disclosed months or years prior to their market announcement as the 
courts reveal the existence of the license, and thus the licensee’s planned technology path to 
the competition, foreign and domestic. 

For additional information on how HR 9 (or HR 3309) and similar legislation damages 
small business innovation, please see: 

• httD://sbtc.org/wp-content/uploads/20 1 5/0 1 /SBTCPatentletter2Dagecondensedversion.pdf 

• http://www.nsba.biz/wp-content/uploads/20 1 3/1 2/NSBA-Letter-in-Opposition-to-the-lnnovation- 
Act-HR-3.309.ndf 

• http://www.nsba.biz/wn-content/unloads/20l3/10/Patent-Coalition-Letter.pdf 

• http://www.nsba.biz/?p=7273 

• http://sbtc.org/wp-content/unloads/2014/02/Letter-to-Ofnce-of-Advocacv-regarding-Patent- 
Refonn-2-13-2014-final.ndf 

• http://sbtc.ore/wp-content/uploads/2014/04/Advocacv-Letter-to-Senator-Landrieu-3 12 14.p df 

• sbtc.org/wp-content/uploads/20 1 4/05/R.-Schmidt-written_testimony_HSBC.pdf 

I also suggest that you view the materials at vvww.Savethelnventor.com and 
#PatentsMatter . We believe that HR 9 and similar Senate proposed, Anti-Patent Legislation is 
bad for small inventors, bad for innovation, bad for America, and bad for job creation. I urge 
you not to sign the Warner letter. 


Page 2 of 3 



22 


SBTC 

iKimdasf 


Small inventors can, however, support legislation proposed in the TROL Act, 
http://sbtc.org/wp-content/uploads/2014/07/SBTC-Letter-to-Speaker-Boehner-Supporting- 
TROL-ACT-7-22-14.pdf and the new STRONG Patent Act of 2015, proposed by Senator 
Coons, http://www.coons.senate.gov/patents . This legislation will protect companies from 
trolls but will not hurt small inventors. 

You should also be aware of certain inaccuracies in the Sen. Warner letter. Please see the 
letter from forty economists and law professors disputing the ‘facts’ cited in the Warner letter 
regarding the $29B cost. It can be seen at: <http://cpip.gmu.edu/wp- 
content/uploads/2015/03/Economists-Law-Prof5-Letter-re-Patent-Reform.pdf >. The letter 
expresses serious concern that Congress will restructure the U.S. patent system based on 
flawed, unreliable, and umnpresentative studies of patent litigation (e.g. Bessen & Meurer’s 
$29 billion “study”), and it urges Congress to proceed with caution to ensure balanced, 
targeted, legislation. 

Finally, patent lawsuit filings actually decreased in 2014, including a substantial decrease 
in lawsuits by patent licensing companies. This calls into question the need for further patent 
“reform” following passage of the America Invents Act (AIA) in 201 1 . Congress should 
demand reliable data on the American patent system and proceed with caution to address 
remaining problems without hurting small businesses and individual inventors. 



Robert N. Schmidt, MS, MBA, JD 

National Co-Chair, Small Business Technology Council 
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Chairman ViTTER. Bob, please proceed. 

STATEMENT OF ROBERT N. SCHMIDT, CO-CHAIR, SMALL BUSI- 
NESS TECHNOLOGY COUNCIL, NATIONAL SMALL BUSINESS 

ASSOCIATION 

Mr. Schmidt. Senator Vitter, Senator Cardin, members, thank 
you very much for asking me to testify today on this very impor- 
tant matter for technology startups and small businesses. 

For the past 25 years, I have founded and led these companies, 
and we have about 80 employees in total and a dozen doctorate de- 
grees and over $10 million in annual revenues. That gives you a 
scale of what we do, but we sell our products on seven continents. 

So I am here today as the co-chair of the Small Business Tech- 
nology Council, speaking on behalf of the 5,000 firms who partici- 
pate in the SBIR and SDTR programs. I do so to raise our concerns 
regarding the detrimental effects that patent reform, bills such as 
H.R. 9, the so-called Innovation Act, will have on small inventing 
companies. 

We would like to add small business to the list of individuals, of 
individual inventors, universities, venture capitalists, patent exam- 
iners, former patent commissioners, and patent court judges that 
oppose such legislation. Crafting a narrow and targeted alternative 
to this harmful legislation is important to small business inventors 
as patents are critical to all innovative firms and especially SBIR 
firms. 

The Federal Reserve found that patents are the number one indi- 
cator of regional wealth. 

Small businesses employ 37 percent of the scientists and engi- 
neers, 50 percent more than all the large corporations combined. 

SBIR firms have received about 121,000 patents. 

The Fortune 500 firms’ share of R&D 100 Awards, the world’s 
most valuable innovations, has dropped from over 40 percent in the 
1970s and early 1980s to just 6 percent, or 1 in 16, while SBIR 
firms receive 4 times as many of these R&D 100 Awards as the 
Fortune 500 firms together. 

In short, SBIR firms and small business is where innovation 
happens. 

Large firms can, and do, survive without strong patents; small 
businesses cannot. Weakening patent rights threatens the very in- 
terest of universities and small business. Without strong patents, 
we cannot commercialize our inventions, and technology jobs will 
go overseas. 

The over-broad and sweeping proposed legislation in H.R. 9 will 
have the effect of suppressing patent rights of all patentees and, 
in particular, will hurt the small, high-tech, job-creating SBIR busi- 
nesses and, thus, the economy. 

Simply stated, patents are far more important to small business 
survival and growth than to large businesses, and licensed patents 
are the only way universities can commercialize their research. 

The Senate is now presented with a choice between two bills — 
the House’s H.R. 9, the ill-named Innovation Act, or S. 632, appro- 
priately termed STRONG Patents Act of 2015. 

H.R. 9, which I believe should be more aptly named the Ending 
the American Dream Act, with functions such as those providing 
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for endless review, clouds title to patents, weakens the patent hold- 
er’s ability to economically enforce their patents, and undermines 
fundraising and licensing activities. 

In contrast, the STRONG Patents Act ends the invention tax by 
securing PTO user fees from diversion away from the Patent Office, 
ensuring that resources are commensurate with examination work- 
load. And, the STRONG Patents Act protects patent holders from 
large patent ogres, those who would otherwise infringe small firms’ 
invalid patents with impunity. 

Let me repeat. H.R. 9 does not eliminate trolls, but it will engen- 
der the large monopolistic and market dominant firms, encouraging 
more patent ogre activity. 

Finally, I want to put to rest the myth that small business sup- 
ports the Innovation Act. H.R. 9 does not solve the troll problem. 

Virginia Gavin, a small business owner who had received two de- 
mand letters and paid twice, she was as anti-troll as one could be. 
But once she understood each and every provision of H.R. 3309, 
which was H.R. 9’s predecessor, she stated, “There is nothing in 
this bill that will help me and several items that will harm my 
business.” 

Thus, we oppose H.R. 9. 

However, we do support legislation proposed in the STRONG 
Patents Act and the Troll Act. 

Thank you very much. 

[The prepared statement of Mr. Schmidt follows:] 
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Oral Testimony of Robert N. Schmidt 
Co-Chair, Small Business Technology Council 
Before the 

Senate Small Business and Entrepreneurship Committee 
March 19,2015 

Senator Vitter, Senator Cardin, Committee Members, I am grateful for the 
privilege of testifying today on this very important matter for technology 
startups and small business. For the past 25 years, I have founded and lead five 
high-tech companies. Together, they have about 80 employees, a dozen 
doctorate degrees, over $10M in annual revenues, and we sell products on all 
seven continents. 

I am here today as the Co-Chair of the Small Business Technology Council. 
speaking on behalf of the 5,000 firms who participate in the SBIR and STTR 
programs. I do so to raise our concerns regarding the detrimental effects that 
“Patent Reform” bills such as H.R. 9, the so-called “Innovation Act,” will have 
on small inventing companies. We would like to add small business to the list 
of individual inventors, universities, venture capitalists, patent examiners, 
former patent commissioners, and Patent Court judges that oppose such 
legislation. Crafting a narrow and targeted alternative to this harmful 
legislation is important to small business and inventors, as patents are critical to 
all innovative firms, and especially SBIR firms. 

The Federal Reserve found that patents are the number one indicator of 
regional wealth. 

Small Businesses employ 37% of scientists and engineers, 50% more than all 
large corporations combined. SBIR firms have received about 121,000 patents. 
The Fortune 500 firms’ share of R&D 100 awards (the world’s most valuable 
innovations) has dropped from over 40% in the 1970s and early 1980s to just 
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6%. (1 in 16); while SBIR firms receive four times as many as all the Fortune 
500 firms together. 

In short SBIR firms and small business is where invention happens. 

Large firms can and do survive without strong patent rights. Small businesses 
cannot. Weakening patent rights threatens the very interests of universities and 
small businesses. Without strong patents, we cannot commercialize our 
inventions and technology jobs will go overseas. 


The overbroad and sweeping propiosed legislation in H.R, 9 will have the effect 
of suppressing patent rights of a// patentees, and in particular, will hurt the 
small high-tech, job-creating SBIR businesses, and thus the economy. Simply 
stated, patents are far more important to small businesses’ survival and growth 
than to large businesses. And licensed patents are the only way universities can 
commercialize their research. . 

The Senate is now presented with the choice between too bills, the House’s , /- 
H.R. 9, the ill-named “ Innovation Act ”‘. or S.632, ^ appropriately-termed 
STRONG Patents Act of 20 15 .^ H R. 9, which I belitoe should be more aptly 
named “The Ending the American Dream Act,” clouds title to patents^, 
weakens the patent holder’s ability to economically enforce their patent, and 
undermines fimd-raising and licensing activities. In contrast, the STRONG 
Patents Act ends the “invention tax” by securing the PTO user fees from 
diversion away from the Patent Office, ensuring that resources are 
commensurate with examination workload. And the STRONG Patents Act 


protects patent holders from large patent “Ogres” who would otherwise 
infringe small firms’ valid patents with impunity. Let me repeat, H R. 9, does 
not eliminate trolls, but it will engender the large monopolistic and market 
dominant firms, encouraging more Patent Ogre activity. 
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Finally, I want to put to rest the myth that small business supports the 
Innovation Act. HR 9 does not solve the Troll problem. Virginia Gavin, a 
small business owner had received two demand letters and paid twice. She was 
as anti-troll as one could be. But once she understood each and every provision 
of HR 3309, HR 9’s predecessor, she stated, “There is NOTHING in this biU 
that will help me and several items that will harm my business.” Thus, we 
opposed HR 9. 

However, we do support legislation proposed in the STRONG Patent Act, and 
the TROL Act, 

Thank you. 


* ht^s://wsvw congress.gQv/l 14/1)iHs^ir9/Bi!LLS-1 14hr9ih.pdf 
^ htl^://patentivo,com/inedia^015/03 /S TRONG-?atents-Act-of-2015.pdf 

^ For example. See HR 9 section, 9(a) striking “or reastmably could have raised,” allowing infringers to have multiple bites at 
the apple, prolonging Post Grant Review proceedings, increasing cost to the patent holder, and making it more difficult for 
small patent holders to raise money. 
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Testimony of Robert N. Schmidt 
Co-Chair, Small Business Technology Council 
Before the 

Senate Small Business and Entrepreneurship Committee 
March 19,2015 

Senator Vitter, Senator Cardin, Committee Members, I am grateful for the privilege of 
testifying today on a very important matter for technology startups and small business. I am 
here today as the Co-Chair of the Small Business Technology Council ^ (SBTC), the high tech 
arm of the National Small Business Association (NSBA), which is the nation’s longest 
running small-business advocacy organization.^ Although NSBA has expressed its concerns 
elsewhere on behalf of a broader constituency,^ today I speak on behalf of the 5,000 firms 
who participate in the Small Business Innovation Research "^ (SBIR) and Small Business 
Technology Transfer ^ (STTR) programs. I do so to raise our concerns regarding the 
detrimental effects that “Patent Reform” bills such as H.R. 9, the so-called “Innovation Act,” 
will have on small inventing companies. We would like to add small business to the list of 
universities, venture capitalist, technology startups, small inventor entrepreneurs, former 
patent commissioners, conservatives, liberals, and Patent Court judges that oppose such 
legislation as currently written. Crafting a narrow and targeted alternative to this harmful 
legislation is important to small business and inventors, as patents are critical to all innovative 
firms, especially SBIR firms. 
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Small Businesses employ 37% of scientists and engineers.* SBIR firms have received about 
121,000 patents,’ and small businesses create 16.S times more patents per employee than large 
firms.® And SBIR firms employ 7.28% of all of America’s STEM workers.® While ostensibly 
aimed at curbing a small number and anecdotal instances of abusive patent litigation, the 
overbroad and sweeping proposed legislation in H.R. 9 will have the effect of suppressing 
patent rights of all patentees, and in particular, will hurt the small high-tech, job-creating SBIR 
businesses, and thus the economy.'* Simply stated, patents are far more important to small 
businesses’ survival than to targe businesses. And licensed patents are the only way 
universities can commercialize their research. 
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SBIR firms receive a quarter of America’s R&D ! 00 awards (the world’s most valuable 
patents) and create 58% more patents than all universities combined." SBIR firms employ 
scientists that have received 1 1 Nobel prizes, receive one in every seven VC dollars, and were 
involved in 1,866 Mergers and Acquisition deals.'’ The Fortune 500 firms’ share in 
generating key innovations has dropped from over 40% in the 1970s and early 1980s to Just 
6%. Large firms can and do survive without strong patent rights. Small businesses cannot. 
Weakening patent rights will threaten the very interests of universities and small businesses 
that Congress sought to protect in appropriating R&D funds, thereby undermining the 
taxpayers’ important investment in research commercialization and domestic job creation. 
Without strong patents, foreign interests will usurp American R&D and commercialize 
our efforts overseas. 
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The Senate is now presented with the choice between two bills, the House’s H.R. 9, the counterfactually- 
named “ Innovation Acf *'^. or S.632, the appropriately-termed STRONG Patents Act of 2015 .“ H.R. 9, 
which I believe should be more aptly named “The Ending the American Dream Act,” clouds title to 
patents'^ weakens the patent holder’s ability to economically enforce their patent,'®,'’ and undermines 
fund-raising and licensing activities,'* In contrast, the STRONG Patents Act secures the user fees from 
diversion away from the Patent Office, ensuring that resources are commensurate with examination 
workload, and protects patent holders from large patent “Ogres” who would otherwise infringe their valid 
patents with impunity. Let me repeat, H.R. 9, eliminate trolls, but it will engender the large monopolistic 
and market dominate firms, encouraging more Patent Ogre activity. 

But before we get into the details, we must first understand the importance of the decision before you - 
weakening or strengthening patent rights. The Federal Reserve found that patents are the number one 
indicator of regional wealth,'® more important than education or infrastructure. Being a high patenting 
community means the difference of S8.600 in household income .-"' 

In 2012, Intellectual Property (IP) was responsible for sustaining more than 55.7 million jobs in the U.S.®' 
Intangible assets including corporate IP and brand recognition account for 84 percent of the value of U.S. 
public comDanies .’’ Innovative methods of patent licensing can add up to $200 billion in new annual 
growth to the U.S. economy. IP-based business activities constitute approximately 55 percent of U.S. 
GDP .’* and in 20 1 1 , IP-based assets were valued at about $9 trillion. These baselines should give us ail 
pause, as they provide the missing context for the (inflated but relatively) miniscule alleged $29 billion per 
year costs of “troll” litigation that we keep hearing from proponents of H.R. 9. Thus, hasty decisions 
changing the patent laws would result in several orders of magnitude more risk, which can result in 
downturn shocks to our economy that are several times that caused a single time by the housing crisis of 
2008. 

This debate is on several aspects of patent legislation appears primarily between the large market dominant 
IT firms and small players such as those that participate in the SBIR program. However, when it comes to 
patent legislation, it is far more important that Congress pay attention to the plight of small businesses who 
create 64% of all new private sector jobs.’® The major IT firms supporting the Innovation Act; Google, 
Cisco Systems, and Microsoft combined have about 125,000 US employees.’® SBIR companies employ 
over 500,000 STEM employees.” 

The America Invents Act of 2011, 

The America Invents Act’® (AIA) was in part “sold” on stopping rampant litigation by so-called “Patent 
Trolls,” and in part on harmonizing our patent system with that of the rest of the world (The AIA made our 
economy more like France). Instead, the AIA only caused much higher rate of litigation, surging to 
unprecedented levels.’® Immediately after the AIA was passed, its proponents changed their tune and 
insisted that the new “Innovation Act” is needed to stop the “Trolls”. However, as we have seen, neither 
the AIA nor the Innovation Act will solve the Troll problem. What already has largely quashed any Troll 
problem that might have ever existed are recent Supreme Court decisions in Octane Fitness v. /con*® and 
Highmark v. Allcare , which have the effect of reducing patent litigation. They relaxed the standards for 
awarding attorney fees and costs to the prevailing party. 

The AIA made it harder to get a patent and harder to sustain it in post grant challenges in the Patent Office 
and in court. Substantially limiting the one-year grace period, made many inventors lose their patent rights 
due to prior disclosures and public use or sale. It also made it much more difficult to obtain funding as VCs 
generally won’t sign non-disclosures. Inter Partes and Post Grant Reviews also added another nine months 
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after patent issue to clear the title from potential infringers attacking the patentee’s claims. As “time is 
money,” this can be critically debilitating for new startups. 

The AIA and recent court decisions are already causing a devaluation of American wealth. “Publicly held 
corporations will have to report any material devaluation to shareholders and the Securities and Exchange 
Commission (SEC), resulting in a devastating impact on patent centric companies. Hardest hit will be the 
high tech and biotech firms, which contribute si^tftcantly to U.S. economic growth, particularly through 
job creation and whose innovations are primarily responsible fior the United States ' edge over global 
competitors. Other writings are also calling for a Mark to Market approach to devalue companies due 
to the declining value of patents in the US.” 

The “Innovation Act” of 2015, HR 9. 

The recent “Patent Reform” bills, such as H.R. 3309 and H.R. 9, its identical follow-up in this Congress, 
have an insidious effect on small businesses. This proposed legislation will deprive small inventors of 
opportunities to get the best inventions to market because it will deter investors from making what would 
constitute much riskier investments. By imposing: Fee Shifting Joinder, Loser Pays, Pay to Play, Covered 
Business Methods (CBM), Elimination of Post Grant Review Estoppel, Disclosure of All Plaintifflnterested 
Parties, Enhanced Pleadings and Limiting Discovery, and Customer Stay provisions that are so onerous, 
only large corporations will be able to commercialize inventions. The provisions will make small 
inventing companies “Toxic Assets” to investors. H.R. 9’s provisions micromanage procedures and 
adjudication in patent cases. It takes much discretion away from the judiciary in case-management based 
on their expertise and judgment for the particular case at hand. Only a few of the concerns will be discussed 
here for brevity. For example some manifestly one-sided provisions are; 

• Section 3(a) is unduly burdensome and raises pleading standards only on patent owners, requiring 
detailed particularities in alleging infringement, but has no similar requirements that defendants 
making counterclaims or filing declaratory actions show with particularity why they do not infringe 
or why the patent is invalid. 

• Section 3(b)(1) effectively requires the loser of a patent suit to pay the prevailing party legal fees 
and costs. This is the most onerous provision of the bill for small business litigants as this 
significantly raises the risk, where the small company owner risks losing everything. It will have 
severe chilling effects on small entities’ ability to access the courts to seek redress. 

• Section 3(d) provides that if the losing party is unable to pay, the court may make recoverable such 
awards against a joined “Interested Party” (investor or licensee of patentee) but no such joinder of 
an “Interested Party” in a non-prevailing insolvent alleged infringer is provided in the section. This 
provision removes coiporate protections for tangential players and imposes mandatory disclosures 
on licensees, or investors, revealing strategic information to their rivals. This will discourage 
investment in patenting companies and perversely increase incentives to invest in infringers. 

• Section, 9(a) undoes the hard-fought balance in the AIA by removing the “reasonably could have 
raised” estoppel that now prevents alleged infringers from having multiple “bites at the apple” and 
prolonging court proceedings, increasing cost to the patent holder, and making it more difficult for 
small patent holders to raise money. 

The details of these and many more legislative “potholes” were previously described in my five part series 
in IP WatchDog. (See References^^’^*'^’-”’^^) SBTC and the NSBA have also made our strong opposition 
to the Innovation Act known to Congress and the Administration.'’®-'"-''^’’^-'''' Many concerns similar to ours 
have also been expressed to the Senate Small Business and Entrepreneurship Committee by the SBA Office 
of Advocacy.'*^ 
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One of the more disturbing “sales techniques” for H.R. 9 is the use of highly disputed ‘facts’ and flawed 
studies cited by proponents regarding the $29 billion direct costs, and the $80 billion per year social 
cost.^* These and other flawed “scholarship” have been debunked by 40 economists and law professors, and 
their letter"'’ expresses serious concern that Congress will restructure the U.S. patent system based on 
flawed, unreliable, and unrepresentative studies of patent litigation, and it urges Congress to proceed with 
caution to ensure balanced, targeted, legislation. 

One of the most di.sturbing elements of H.R. 9 is what is not in the bill. It does not correct the $1.7 Billion 
dollar invention tax which has been levied on inventors by diverting patent office fees to the general 
government fund. Ending fee diversion and using fees for sufficient examination is critical to improving 
the patent system. 

In a speech David Kappos made on March 13, 2015, the former director of the United States Patent and 
Trademark Office (USPTO) made a number of statements, which are summarized in the footnotes. The 
most salient points are: 

• Some reasonable level of disputes is inherent in an IP system whose success depends on flexibility, and patent 
litigation is no worse than in the past, 

• The patent system has long time constants. The impact of present changes will only be realized many years 
down the line, and we have not yet felt all the effects of the AIA, Proposed changes are like addressing a 
hangnail with an amputation. 

• Competitots are laughing at the prospect of the US significantly weakening its patent system and giving a 
leg up to our competitors. 

• The data shows an irrefutable decline in patent litigation, not an increase. The number of litigants in new 
district court patent cases declined over 23% from 2013 to 2014, down to 16,089 — the lowest level since 
2009. 

• All this data taken together screams that the AIA is working, and that “whatever further tinkering is 
needed, it should take a light touch.” [Emphasis mine.] 

• The denial rate in 201 5 to date for attorney fees is only 48%. [Thus, we can see that in more than half the 
cases this year, attorney fees are already being awarded when requested. It is hard to understand why 
additional legislative action is required here. There is also difficulty in identifying a “prevailing party” in the 
common situation where a litigant prevails on some issues but not others, and how does one legislate a 
“reasonable fee.” 

• Problems with customer stays include: (1) customizable technologies where the retailer can modify the 
product, and (2) data shows that courts are readily using the customer stay authority. The facts demonstrate 
no necessity for congressional action in this area. 


Monopolists and other large dominant firms’''’^^ know that either only other large firms or patents are the 
only market forces that can break their control of the market. These Monopolists and large dominant firms 
want to preserve their dominance in the field by using their vast influence and wealth to change laws in 
their favor, maintaining their market power. 

H.R, 9 and past similar bills have also been opposed by the fonner head of the USPTO, David 
Kappos, the fonner Chief Judge of the Federal Circuit, Paul Michel, 
universities, ’0,71.72, 73 Venture Capifalists,''‘',”-’^’”-''8.79 entrepreneurs, and 
conservatives.®’-“’«’-“-*W'®’«-’‘'-’5 

H.R. 9 and previous related Senate legislation do nothing to solve the Troll issue, but do make sure that 
small inventors can never afford to enforce their patents. They attempt to overturn 220 years of American 
growth by fundamentally changing the economy, from one that thrives on technical innovation to one that 
makes market dominance the primary criteria for continued success, HR 9 will substantially cut the 

Page 4 of 1 2 



32 


potential value and job-creating incentives of new innovations. This will discourage innovation, slow the 
economy, and put American businesses at a disadvantage against foreign competition. 

As an example of why the “Patent Reform” does not solve the Troll issue, Virginia Gavin, owner of 
Appligent Inc., and a member of the NSBA, having received two demand letters and paid twice, was 
extremely anti-troll. Once she understood each and every provision of HR 3309, she stated, “There is 
NOTHING in this bill that will help me and several items that will harm my business.” Thus, NSBA 
opposed HR 9.^®“ 3] will come to the same conclusion once they have studied the details H.R. 

9. 

H.R. 9 will also severely impact licensing in America. Licensees may become responsible for the court 
costs of the patent litigation winner should their licensor lose. More importantly, the licensee’s business 
plans may be disclosed months or years prior to their anticipated market announcement as the courts reveal 
the existence of the license, and thus the licensee’s plaimed technology path to the competition, foreign and 
domestic. Weakening patents and the resulting decline in licensing will also directly hurt rmiversities. 

The STRONG Patents Act of 2015. 


Small business inventors do support legislation proposed in the STRONG Patent Act of 2015, proposed by 
Senator Coons, httD://www.coons.senate.gov/Datents . This legislation will protect companies from trolls 
but will not hurt small inventors.** It subsumes the prior TROL Act,*’ which was supported by the SBTC.** 

SBTC supports the STRONG Act even as currently written because it does no harm to small inventors or 
the American economy, and because it has many attractive amendments such as making biter Partes and 
Post Grant Reviews fairer for the patent holder. That said, the STRONG Act can be improved by: 

• Incorporating clarifying language into 35 USC 1 02 that would provide clear and reliable provisions 
to restore the one-year grace period. This will ensure that public use and on sale activities less than 
one year prior to filing an application do not constitute a bar to obtaining a patent. 

• Legislating a clear rule of law for patentable subject matter, thereby removing the immense judge- 
made ambiguity and uncertainty regarding eligible and ineligible subject matter. 

• Providing greater elasticity for punitive behavior for small inventors and startup companies when 
they have acted in good faith and they make honest mistakes when attempting to enforce their 
patents, as even the Supreme Court has trouble telling us inventors the meets and bounds of terms 
like “abstract”, and patent claims require parties to define the meets and bounds of every single 
word in a claim. 

• Extending the protections ensuring expedited procedures accorded in Section 111(c)(2) of the 
STRONG Act to small business concerns in order to also provide such expedited procedures for 
small business concerns that assert patents. 

I thank you for allowing me to testify, and I would be happy to answer any questions you might have now, 
or later in writing for the record, at rschmidt(g).CleveMed.com or by phone at 216-374-7237, 

Robert N. Schmidt, MS, MBA, JD 
Fort Myers, FL 
216-374-7237 
rschraidt@CleveMed.com 

National Co-Chair. Small Business Technology Council (w\vw.sbtc.org) 

Board Member, National Small Business Association {www.nsba.biz) 

Corresponding Member, lEEE-CSA Intellectual Property Committee 
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Patent Attorney (XJSPTO #30,889) 

Professional Engineer (Ohio. # 40821) 

Attorney (Ohio, #0002719) 

Member: North Coast Angel Fund f & II, Ohio Tech Angels I 

44 1 5 Euclid Ave., Suite 400 
Cleveland. OH 44103-3757 
Chairman & CEO 

Cleveland Medici Devices Inc. www.CleveMed.com 
Orbital Research Idc. www.QrbitalRe8earch.com 
Great Lakes NeuroTechnologies Inc. www.GLNeuroTech.com 
NeuroWave Systems Inc. www.NeuroWaveS9stems.com 
Flocei Inc. www.Flocel.com 


References: 


’ wvvw.sbtc.org 
^ www.nsba.biz 

^ www.nsba.bt2^?D=9389. “NSBA has previously urged lawmakers to oppose diis bill [H.R. 3309, identical to HR 9] due to the 
rushed process in bringing the bill to the floor, tlie lack of small-business input throughout the process and the inclusion of 
several provisions that create an undue or unfair burden on small, innovative firms, including, but not limited to: fee-shifting, 
pay-to-piay, and covered business methods, which would disproportionately affect small-business inventors and make the cost 
of defending patents too burdensome to litigate": www.nsba.biz/wp-cQntent/upload 5 / 20 1 3/ 1 0/Patent-Coalition-Letter.pdf; 
www.nsba.biz/wp-content/uploads/2013/12/NSBA-Letter-in-Opposition-to-the-Innovation-Act-HR-3309.pdf: 
www.nsba.biz/?p=7273. 

^ httos://www.sba.gov/offices/headauarters/oca/resources/6827 

^ https://www.sba.gov/ofFices/headQuarters/oca/resources/6828 

^ Source: A nn Eskesen of Innovation Development Corporation 

\/ho work§ for whom? 
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’ www.Inknowvation.com 

^ https://www.sba. gov/sites/default/fiie.s/shfaQ.pdf 

® Source: Ann Eskesen of Innovation Development Coiporation 


Page 6 of 12 





SBIR firms receive about three to four times as many R&D 100 awards as Fortune 500 Companies, on a tiny fraction of the 
budget. 
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http://DateTxtlvo.eom/media/2015/03/STRQNG-PatCTits-Act-of-2015.Ddf 

For example, See HR 9 section, 9(a) striking “or reason^ly could have raised ” allowing infringers to have multiple bites at 
the apple, prolonging Post Grant Review proceedings, increasing cost to frte patent holder, and making it more difficult for 
small patent holders to raise money. 

For example, See HR 9 section 3(a), which makes it much h^er for patent holders to plead before they do disoDvery, and 
they can’t do discovery until after they plead. 

’’For example. See HR 9 SK;tion3(b)(l),whichrcquirwtheloserof a patent suit pay the prevailing parties legal fees. This is 
the most onerous provision of the bill for small patent holders w1k> fry to enforce their patent. Large firms typically spend 
several times as much on defense attorneys as plaintiffs spend on their legal costs, This significantly raises the risk, where the 
small company owner risks losing not only their company, but their house, and then their spouse and children. 

’® For example, See HR 9, where funders and licensees can be Joined mid become personally responsible for all legal <x5st of 
the prevailing pmties should they lose. It also discloses llcemees, publishing to their competitors their technolo^ roadmap in 
toe fact that they had licensed a technology, presumably for a commercial purpose. 

See Federal Reserve Bank of Cleveland, "Altered States: A Perspective on 75 Years of State income Growth," Annual Report 
2005. For more detail, see Paul Bauer, Mark Schweitier, Scott Shane, State Growth Empirics: The Long-Term Determinants of 
State Income Growth, Working Paper 06-06, Federal Reserve Bank of Cleveland, May 2006, 

https://www.clevelandfed.org/en/Newsroom%20and%20Events/PubUcations/Working%20Papers/2006%20Working%20Paper 
s.aspx and then Click on the PDF for WP-06-06 by Bauer et aJ. 

Patenting Prosperity: Invention and Economic Perforaiance in the United States and its Metropolitan Areas Jonathan 
Rothwell, Josd Lobo, Deborah Sftumsky, and Mark Muro. At $4,300 per worker, that is $8,600/year for a two worker 
hoiKchold. http://www.brookings.edu/~/media/research/files/reDorts/2013/02/patenting-Drosperitv-rothwel!/patentmg- 
prosperitv-rothwell.pdf page 15. 

” Global Intellectu^ Property Center, US Chamber of Commerce, 2012. http://wviAv.theglobalipcenter.com/ip-creates-iobs/ 
Based on the value of S&P 500 firms, http://www.oceantomo.com/ocean-tomo-300/ 

Robert Litan and Hal Singer, Unlocking Patents; Costs of Failure, Benefits of Success, 
http://www.ei.com/do\wilQa(fables/El Patent Study Sineer.pdf 

’■* See Kevin A. Hassett & Robert Shapiro, What Ideas Are Worth: The Value of Intellectual Capital And Intangible Assets in 
the American Economy, Sonecon (Sept. 2011) at 2, available at WNVw.sonecon.coni/docs/studies/ 

Value of Intellectual Capital in American Economv.pdf 
https://www.sba.gov/sites/default/files/FAO Sent 2Q12.pdf 
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Jobs of Major IT firms supporting the Innovation Act 
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Google 

52,069 

28,633 

23,436 

45.0% 

httD://us.8reatrat6d.com/eo 

Qgte-inc 


Cisco 

75,049 

36,463 

38,586 

51.4% 

httD://wvvw.forbes.com/com 

Danies/dsco-svstem.';/ 

httD;//us.ereatr8ted.com/cisco 

Microsoft 

99,000 

59,730 

39,270 

39.7% 

httD://www.fofbes.c-om/f:om 

Danles/microsoft/ 

http://us.g-e»trate<t.coin/mlcro 

soft-corooration 

Total 

226,113 

124,826 

101,292 

44.8% 




SBIR involved firms employ about 8% of the 7,000,000 STEM workers in America. Source: Private Conversations with Ann 
Eskesen of the Innovation Development Institute, www.lnknowvation.com. March 2015. There are more than 500,000 STEM 
employees in the more than 22,000 current and former SBIR involved firms. 

Public Law, 112-29, Effective September 16, 2011, The Leahy-Smith America Invents Act (AIA), 
httD://www.uspto.gov/aia implementation/bills-l 12hrl249enr.pdf 
Ron D. Kat 2 nelson, “The America Invents Act at Work - The Major Cause for the Recent Rise in Patent Litigation,” 
IPWaichdog, (April 15, 2013). At http://bit.ly/AIA-Litigation. (Explaining how changes in 35 U.S.C. §§ 299, 315(b). and 
325(b) have changed lawsuit filing practices that caused the filing surge). 
^° http://www.supremecourt.eov/opinions/]3pdf/12-n84 gdhi.pdf 
http://www.supremecourt.gov/opinions/l3pdf/12-n63 8o6e.pdf 
http://amicourip.com/publications/microsQft v i4i.html 

http://smai!bu$iness.hQUse.gov/up]oadedfiies/5-21-2014pgg^^ |f|t jjevised testimonv.pdf 
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^ Patent law changes in US mean there are potentiailv btllions of doliars of write-downs on public company balance sheets, 
says Soaneenberg. "As a result of the changes in patent law, Uiere are billions of dollars in potential write-downs on public 
company balance sheets for previous acquisitions. Perhaps this wiU cause thepnancia! types to speak up about how this asset 
class is being devalued by well-intended, but fundamentally misguided, reform and judicial activism." January 15, 2015. 
httD://www.iam-magazine.com/biog/Detail.asDx?egcc718b2d-407c-4840-a9d7-41ff77321943 
Robert N. Schmidt, Heidi Jacobus, Jere Glover, Why 'Patent Reform' Harms Innovative Small Businesses, Part I of V, Aprii 25, 
2014, IP WatchDog, httD://www.ipwatchdog.com/2014/04/25/vyhv-Datent-reform-harms-innovative-small- 
businesses/id=49260/ . 

Robert N. Schmidt, Heidi Jacobus, Jere Glover, Raising the Cost of Enforcing Patents: ‘Patent Reform’ Prices Small 
Businesses Out of the Inventing Business. Part 11 of V, April 27, 2014, IP WatchDog, 
http://www.ipwatchdog.cQm/2014/04/27/raising’the-<ast*of-CTforcine-patents/id=49268/ 

Robert N. Schmidt, Heidi Jacobus, Jere Glover, ‘Patent Refoim* W'Ul Keep Small Business Inventions From Being 
Commercialized. Part III ofV, April 28, 2014, IP WatchDog, http://www.ipwatchdog.eom/2014/04/28/patent-reform-harms- 
innovative-small-businesses-3/id==49276/ 

Robert N. Schmidt, Heidi Jacobus, Jere Glover, ‘Patent Reform’ Tips Power in Favor of Infringers and Against Small 
Businesses, Part IV of V, April 29, 2014, IP WatchDog, http://www.ipwatchdog.com/20 1 4/04/29/patent-refQrm-harms- 
innovative“Sma}!-businesses-4/id=49278/ 

Robert N. Schmidt, Heidi Jacobus, Jem Glover, Why ‘Patent Reform' Harms Intiovative Small Businesses - Summary. Part 
V of V, April 30, 2014, IP WatchDog, http://www.ipwatchdog.com/2014/04/30/patent-refQrm-harms-innovative-smal}- 
businesses-5/id=4928 1 / 

http://sbtc.org/wD-content/uploads/2015/Q2/SBTC-ReQuest-to-Reiect-Anti-Patent-Legislation-Feb-4-2015-l.pdf 
http://sbtc.org/wp-content/uploads/2014/07/SBTC-Letter-to-SDeaker-BQehner-Supporting-'n^OL-ACT-7-22-l4,pdf 
http://sbtc.Org/wp-content/uploads/2014/05/R.-Schmidt-wrifteo testimony HSBC.pdf 
httD://sbtc.org/wp-content/uploads/2015/01/SBTCPatentletter2pagecondensedversion.pdf 

httD://sbtc.org/wp-content/upioads/20l4/02/Letter-to-Of!ice-of-Advocacv-regarding-Patent-Refonn-2-13-2014-final.pdf 

http://sbtc.org/wp-content/upioads/2014/04/Advocacv-Letter-to-Senator-Landrieu-3 12 14.pdf 

Adam Mosseff, http://truthonthemarket.eom/2013/03/15/the-shieid-act-when-bad-studies-make-bad-laws/ 

*^7 Adam Schwartz and Jay Kesan, Analyzing the Role of Non-Practicing Entities in the Patent System, 
http;//papers.ssni.com/sol3/papers.cfm?abstractJd=2117421. 

'’*Ron D. Katznelson, “Questionable Science Will Misguide Patent Policy -The $83 billion per year fallacy,” (February 1, 

20 14). Available at http://ssm.com/abstra:r=2502777 . 

The letter can be seen at: < http://cpip.gmu.edu/wp-content/uploads/2Q15/03/Economists-Law-Profs-Letter-re-Patent- 
Reform.pdfr *. 

*®Kappos speech on March 13, 2015, http://www.lam-media.com/fiies/Kappos%20speech.pdf Here are some of the most 
important quotes: 

The recent "smartphone wars" are no more the harbinger of an Inevitable innovation decline than were fights over 
sewing machines fn the mid-SSOOs, the telegraph in the late 1800s, or airplanes in the early 1900s. Some reasonable 
level of disputes Is inherent in an IP system whose success depends onpexibility, and every generation has 
experienced this tension. 

The key to successful maintenance of the potent system is recognizing that it is a system of long time constants. The 
impact of present changes will only be realized many years down the line. Addressing today's issues— which are real 
but not dire— through a massive overhaul of the system is like addressing a hangnail with an amputation: the 
immediate problem will be obviated, but a slew of graver, irreversible problems will arise in the solution's wake. 
Competition from overseas makes the consequences of bad reform that much worse. And our overseas competitors 
are looking on right now, not knowing whether to laugh or cry. Those seeking to copy American innovation are 
laughing at the prospect of the US significantly weakening its patent system and giving a leg up to our competitors. 

Those seeking to have their countries strengthen their IP systems so that they too can enjoy the fruits of innovation 
are crying because the gold standard is being undermined. 

First and foremost, the data that the sky-is-falling alarmists are finding the hardest to swallow: an irrefutable decline 
in patent litigation, in 2013, reformers decried the unprecedented levels of patent litigation and built a reform 
narrative around "out-of-controi" potent litigation, promising it would only soar to new heights unless reform was 
initiated, and *now*. 

Well, so much for that rallying cry: every credible study of 2014 patent litigation trends has reported that, from 2013 
to 2014, there was a roughly 18% decline in the total number of patent suits nationwide. Recognizing the incongruity 
of this trend with the 2013 narrative, the storytellers have moved the goalposts. The new focus has shifted from 
recent trends to a selective look-back against 2010 leP$m 9nt%^ight-of-hand lies in the appies-to-oranges 
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comparison, as the increase in the number of patent suits sirtce then has nothing to do with an increase in actual 
disputes, but rather with procedural changes altering the rules for joinder brought into effect by the AIA. 

The fiction of an astronomical increase in patent litigation is undermined by the facts: adjusting for procedural 
changes of the AIA, patent litigation at the end of 2014 was actually commensurate with 2009-2010 levels. And in a 
recent comprehensive study of 2014 trends, it was revealed that the number of litigants in new district court patent 
cases declined over 23% from 2013 to 2014, down to 16,089— the lowest level since 2009. 

All this data taken together screams that the AIA is working, and that whateverfurther tinkering is needed, it 
should take a light touch. [Emphasis mine,] 

Turning now to raw data on denied motions for attorney under Section 285, U.S. district courts have ruled on 

924 such motions since 2008. The denial rate hovered around &)% until 2013, when it increased to 67%. But it 
appears Octane Fitness and Highmark may be reversing the trend. Last year only 57.6% motions were denied, and 
the denial rate In 2015 to dote /s only 48%. [Thus, we can see that in more than half the cases this year, attorney 
fees are already being awarded. It is hard to understand why additional legislative action is required here.) 

Those concerned about fee-shifting legislation beyond what the Supreme Court has already mandated judicially point 
to inherent problems, such as the difficulty in identifying a "prevailing party" in the common situation where a 
litigant prevails on some issues but not others, and the difficulty in legislating a "reasonable fee. " 

Another area where major reform is being urged is fi>r covered customer stays. Facially, the notion that "mere users" 
of potentially infringing technologies should be dismissed from litigation predominantly targeting parties higher up in 
the supply chain seems perfectly reasonable. But there are two problems with the legislative approach. First, many 
technologies are highly customizable— meaning that the ngidity of a statutory fix Is unlikely to adequately distinguish 
between infringement that is inherent in the technology (in which case a stay is appropriate) versus infringement 
caused by aftermarket modification (in which case the user is not properly dismissed from the action). Second, 
federal courts already have the authority to stay litigation against peripheral defendants. And once again the facts 
become problematic for the major reform narrative, as data show that courts are readily using that authority. 

Hence, while hypotheticals o/ customers hauled into court for unwittingly using an infringing device purchased from a 
retailer may provide an effective lobbying tactic, the facts demonstrate no necessity for congressional action in this 
area. 

Microsoft has a 93.4% Desktop Operating System Market Share, almost 17 times the 5.2% market share 
for h&c, http://www.netmarketshare,coni/operating-system-mari(et-share.aspx?qprid= 1 0&qpcustonid=0 

Googie has 88.1% of the global search engine market share, more than 21 times its nearest competitor at 
4.13%. http://www.statista.eom/statistics/2 16573/worldwide-market»share»of»search»engines/ 

Cisco had a 42.5% market share of the North American X86 Blade Server Market in 2Q CY 2014. 
http://www.cisco.co m/c/dam/en/us/solutions/collateral/data»centcr»vtrtualization/unilied» 
computing/cisco ucs market share infoeraphic final. odf 
http://fortune.com/author/david-i-kappos/ 
httD;//www.iam-media.cQm/files/KappQS%20sDeech.pdf 
^ httPs://www.voutube.com/watch7v”vYKN INRPOO 

^ http;//www.ipnav.com/b)oe/former-usDto-head-david-kaDPOS-patent-svstem-in-good-shape/ 
^^ http://scienceDroCTess.ong/2013/05/software-patents»separatine-rhetoric«from-facis/ 
http://iudiclarv.house.gov/ files/hearings/n3th/I0292013/KaPDQs%20Testimonv.pdf 
®°The Patent System ts A Boon -- Not A Drain - To The American Economy Guest post written by David Kappos, 
http://www.forbes.CQm/sites/real5pin/2014/06/10/the-Datent-svstem-is-a-boon-not-a-drain-to-the-amertcan-economv-2/ 
Judge Michel: Patent Reform Bills Would Weaken Patent System, IP WatchDog, October 16, 2013, 
httD://wmv.icwatchdQg.CQni/2013/lQ/16/iudge-michel-p3tent-refo rm-bills-wQuld-wea ken-patent- 
svstem/id=45709/ 

The Vunvfrom (he Bench, A Conversation with Paul Michel '66, Retired Chief Judge of the U.S. Court of Appeals for 
the Federal Circuit, “All the patent disputes on Capitol Hill were protecting some very specific interest, which is legitimate 
enough, but no one was looking at it from the standpoint of what’s good for the system, what's good for the country, and 
whai’s good for the future. So 1 decided to leave the court in order to be fiee to speak out on patent reform issues and other 
matters." http://www.iaw.virginia.edu/litml/aiumni/uvalawver/fl2/michel.htm 
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Interview With Chief Judge Paul R. Michel On US Patent Reform, "I do not favor the House bill and would only favor 
the Senate bill if the special interest provisions were deleted.” July 14, 2011, . http://www.ip- 



Judge Michel Tjdces “Patent Reforsn” Bills To T^k, In an interview with Intellectual Propeitv Watch , former Chief Judge 
Paul R. Michel set forth. In one place, all of the most problematic read, “worst”) features of the Leahv Smith America 
Invents Act , versions of which have been passed by the House and the Senate. 

The interview focuses both on the special interest features of the Senate bill such as foose invalidating tax strategy patents and 
expanding prior user rights. He also notes the weaknesses in the House bill potentially limiting PTO full access to all the user 
fees it collects. He notes the flaws in the one-year grace period for invoitor-generated disclosures and opposes the additional 
burdens on patentees imposed by post-grant review. 

Wearing my patent prosecutor hat, I see little to like about this bill. Its roots are in oft-parroted but flawed analyses that suggest 
the U.S. economy is somehow being damaged by “flawed patents.” However, almost every feature of the bill simply makes 
patent protection more difficult to obtain, or weakens patent protection, for small start-ups and universities, as well as for mega- 
industries. Coupled with anti-patent decisions such as KSR, Bilski and Ariad, (the “jury” is still out on Prometheus, Myriad and 
Classen) pioneering inventions, particularly in early-stage technologies, are in for a very bumpy ride. 
http://www.patents41ife.com/2QI l/QT/iudge-michel-takes-patent-reform-biUs-to-task/ 

“ http://innovationalliance.net/from-the-aliiaitce/letter-innovatlon-alliance-universitles-bio-among-others-claim-opposition- 
current-patent-bill/ 

http://www.rsc.org/chemistrvworld/2Q15/03/us-univerejties-warn-aealnst-patent-reform-proposals 

http://www.iDnav.com/blog/growing-QPDOsition-to-the-senates-aDproach-to-patent-reform/ 

http://www.aminn.org/patent-legislation 

^ http://www.patentdocs.org/2Q15/01/big-ten-lobbies-coneress-to-tread-lightIv-on-patent-reform.html and 
http://www.aplu.org/members/cQuncils/govemmental-affatrs/CGA-librarv/sample-btg-ten-patent-letter-l-2S-15/fiIe 
http://thehili.com/blogs/congress-btog/technologv/232699-iunk-science-still-front-and-center-in-Push-to-we3ken-patents 
’2 40 economists and law professors, http://pdfserver.amlaw.com/nli/patent%20march%2QlQ.pdf 
Patent Law Gone Awry: How Bob Goodlatte’s Bill Combines Useless Rigidity With Dangerous 
Discretion, http;//www.forbes.com/sites/richardepsteln/2015/Q2/13/patent-law-gone-awrv- 
how-bob-goodlattes-bill-combines-useless-rigiditv-witli-dangcrous-dlscretion/ 

Statement of Robert P. Taylor House Subcommittee on the Courts, Intellectual Property, and the Internet, Feb. 12, 2015, 
http://iudjciarv.house.gQv/ cache/files/84bf6fe6-a6c4-4d7f-9464-0cbSf481db7d/02. 12. 1 5-tavior-testimonv.pdf 
htt p://venturebeat.oom/2015/02/16/innovation-act-2-0-still-misses-the-PQint/ 
http://nvca.Qrg/issues/patent-reform/ 

” h ttP.7/nvca.org/pres3releases/venture-industrv-raises-concerns-goodlatte-patent-litigation-reform-bill/ 
http://fortune.eom/2011/09/Q2/how-the-new-bid-to-reform-patent-law-will-klli-iobs/ 
http://www.ipadvocate.org/mibi/pdfs/Lauder Buck%20Stops.pdf 

Anti-Inventor Legislation Being Proposed in Congress, FEBRUARY 19, 2015, http://economvincrisis.Qrg/cQntent/anti- 
inventor-iegislation-being-proposed-in-congress 

BIO Statement Regarding the Reintroduction of the Innovation Act, https://www.bio.org/media/press-reiease/bio- 
statement-regarding-reintroduction-innovation-act 
http://wtvw.aminn.org/oatent-legislation 

http://thehill.com/blogs/congress-blog/technologv/232371-celebratinE-mventors-dav-bv-DrQtecting-strong-patents 
^ https://www.biQ.om/site5/default/files/Patent Reform Studv.pdf 
http://www.washingtontimes.(x>m/soecial.s/conservative-blueprint-protecting-inventors/ 

^24 Conservative organizations have joined together to send a letter to House and Senate leadership expressing opposition to 
H.R. 9, the "Innovation" Act, http://www.scribd.com/doc/258369625/Conservatlve-Patent-Letter 
Patent trolls, patent thieves, and the future of innovation. Originally published by The Hill. By Rep. Dana Rohrabacher (R- 
Calif.) and Rob Amott, March 1 1, 2015, http://oonservative.org/patent-trons-patent-thieves-and-the-future-of-innovation/ 
http://www.iam-media.com/Blog/Detail.aspx?g=e4cxl3al2-d832-489a-8349-788ae97a5955 

Carly Fiorina excoriated a Republican patent reform proposal in a speech to in ventors on Wednesday, comparing it to 
Obamacare and Dodd-Frank. 03/04/2015 http;//dailvcaller.coni^0l5/03/04/fiorina-dont-boii-tiie-oceans/ 
” hnp://conservative.org/road-to-cpac/rick-santorum-patent-refoTTn-comes-at-the-expense-of-entreDreneurship-and-the- 
american- worker/ 

Page 11 of 12 





39 


http://www.redstate.com/diarv/setonmotlev/2015/02/17/media-report-patent-trons-think-peopie-protecting-private-prQpertv/ 
^ http://dailvcaller.coin/2QI4/12/04/die-conservative-case-against-patent-reform/ 
http://www.washingtonexaminer.com/conservatives-slam-patent-reform-as-secret-obama-gift-tQ-google/articie/2559389 
^ http://www.ipwatchdog.com/201 5/02/24/conservatives-shou!d-have-no-part-of-patent-reform/!d=55 163/ 
^^ httD://www.precursorbIog.com/?q=content/gQog!es-anti-conservative-values-CDac-2015-google-panel 
^ http://sbtc.org/wp-content/uploads/201 5/03/Letter-to-Senators-asldng‘them-not-to-sign-the-Sen-Wamer-Patent-Letter-03-13- 
2015.pdf 

http://democrats.energvcommerce.house.gOv/sites/default/files/docunients/BiH-Text-Targeting-Rogue-Opaque-Letters-2014- 

7-7.pdf 

http://sbtc.org/wp-content/uploads/2Q14/07/SBTC-Letter-to-Speaker-Boehner-Supporting-TROL-ACT-7-22-14.pdf 
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Chairman ViTTER. Thank you. Thank you very much, Boh. 

And next, we have Tim Molino, Director of Policy for BSA the 
Software Alliance. 

Mr. Molino has a long history of policy work related to patents, 
including as a former top Senate staffer and as chief counsel for 
Senator Amy Klobuchar. During his law career, Tim focused on 
patent litigation in the areas of software, medical devices, and 
biotech, and he also prosecuted patent applications and provided 
counseling regarding non-infringement and validity issues. 

Welcome, Tim, and please proceed. 

STATEMENT OF TIM MOLINO, DIRECTOR, POLICY, BSA | THE 
SOFTWARE ALLIANCE 

Mr. Molino. Chairman Vitter, Ranking Member Cardin and 
members of the Committee, thank you for the opportunity to testify 
on this very important topic of patent reform. 

BSA is the world’s leading voice for the software industry. From 
the way our children learn, how we communicate with colleagues 
and loved ones, the cars we drive, and to the medical devices that 
save our lives, software is making the world a better place. 

In order to keep this innovation thriving, BSA member compa- 
nies believe that there is an urgent need for legislation to address 
abuse that all too often happens during patent litigation. 

The Small Business Committee is the ideal venue for an organi- 
zation like BSA to present our views. Although our members range 
in size from very small to large, each of them was founded by one 
or two individuals with passion, an idea, and a vision for bringing 
that idea to the marketplace. Software-related patents are espe- 
cially important for our members and other small businesses in 
many sectors of the economy that rely on the patent system — a pat- 
ent system that is strong, predictable, efficient, and fair. 

In today’s world, much of the innovation that is occurring comes 
through the development of software, whether it is building energy 
efficient offices and homes, running factories more safely and pro- 
ductively, or making transportation systems more efficient. Soft- 
ware patents play a vital role for small businesses by protecting 
their ideas against copiers, preserving the value of their innovation 
as they build their businesses, and providing a foundation to at- 
tract the investment capital needed to launch and grow. 

But the promise of software patents rings hollow if an inventor 
cannot properly enforce their rights or defend themselves when 
sued. 

There is no escaping the reality that patent litigation is enor- 
mously expensive and the costs are only growing. Unfortunately, 
the escalation often comes because bad actors drive up litigation 
costs by employing abuse tactics. 

And, more and more, they prey on smaller companies with lim- 
ited experience of the patent system and limited resources. A small 
business that is the victim of abusive litigation tactics often faces 
the need to use scarce resources to fund the litigation rather than 
grow its business. 

To be clear, however, we firmly believe that the ability to legiti- 
mately enforce a valid patent is the foundation of a strong and ef- 
fective patent system. We are just trying to end the abuse. 
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Abusive litigation tactics serve none but the abuser. They do not 
create jobs. They do not deliver new products and services. And, 
they do not contribute to our innovation economy. 

Senate action to end abusive litigation is urgently needed. 

We believe that effective litigation must provide genuine notice 
by requiring plaintiffs to clearly set forth their allegations in their 
complaint, make discovery more efficient by having courts issue an 
early claims construction decision that will narrow the issues rel- 
evant to the suit before the expensive part of discovery begins, and 
deter weaker frivolous cases by awarding fees only when a party 
asserts objectively unreasonable claims, and then ensuring a party 
that is awarded fees has an efficient mechanism to collect them. 

By enacting such legislation. Congress will help foster innovation 
and entrepreneurship for businesses of all sizes. 

Some argue that no legislative changes are needed to the patent 
system because the Supreme Court has ruled on several patent 
cases in the last few years. The Supreme Court’s decisions, how- 
ever, only nibble at the edges of abuse. At bottom, the abuses have 
not ended and are not likely to end unless Congress takes action. 

Some have also proposed making changes to the America Invents 
Act passed by Congress in 2011. In BSA’s view, doing this would 
be premature. The AIA has only been up and running for about 
two years. The lack of a track record under these programs argues 
against making any changes at this time. 

In conclusion, BSA is committed to ensuring that our robust pat- 
ent system remains the envy of the world. To advance this goal, we 
believe patents should be available for all types of inventions, in- 
cluding software. We also believe that there is urgent need to end 
abusive litigation by focusing on legislation that addresses oppor- 
tunistic behavior. We do not see these efforts as being inconsistent 
but, rather, complementary in promoting innovation and entrepre- 
neurship. 

We urge the Senate to move quickly to enact reforms that sup- 
port a robust patent system while deterring abuse. 

I look forward to answering your questions. 

[The prepared statement of Mr. Molino follows:] 
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statement of Timothy A Moiino 
On Behalf of BSA | The Software Alliance 

"Patent Reform: Protecting Innovation and Entrepreneurship." 

Hearing before The Senate Committee on Small Business and Entrepreneurship 
United States Senate 
March 19, 2015 

Chairman Vitter, Ranking Member Cardin and members of the Committee, thank you for the 
opportunity to testify on this very important subject. 

My name is Tim Moiino. I am the Policy Director for BSA | The Software Alliance.^ One of the 
principal issues I cover at BSA is intellectual property (IP) policy, including patent issues affecting the 
software industry. Prior to Joining BSA, I worked in the Senate and prior to that, I spent eight years as a 
patent litigator. I am testifying today to advocate for the urgent need for legislation to address abuses 
that all too often occur during patent litigation. 

BSA is the world's leading voice for the software industry. We represent both large and small 
software companies that provide consumers and businesses with products and services that improve 
productivity - and simply make life more fun. There is amazing innovation occurring in the software 
Industry. 

Intellectual property is core to a successful and robust software industry. A well-functioning 
intellectual property system - with protection for patents, copyrights, trademarks and trade secrets ~ 
provides software developers the indispensable incentives to invest and apply their creative and 
inventive energies to innovate. Patent protection for software-related innovations is a vital part of this 
system, for small, medium, and well-established enterprises. 

Although BSA members range in size-from very small to large, each was founded by one or two 
individuals with passion, an idea, and a vision for making that idea a marketplace reality. Unsurprisingly, 
each of our member companies also relies on patents to protect their Innovations. For small businesses, 
patents are Indispensable: they protect their ideas against copiers, preserve the value of their 
innovation as they build their businesses, and help them attract the investment capital they need to 
continue their research and development and to grow. In this way, the patent system retains its role as 
the engine for innovation, job creation, and economic expansion. 

But that promise of innovation rings hollow if IP owners cannot enforce their patents or defend 
a patent suit in an efficient, cost-effective manner. Unfortunately, it is increasingly the case that bad 
actors are able to game the system through abusive litigation tactics. Some leverage the specialized 
nature and unique asymmetries in costs between plaintiffs and defendants that often characterize 
patent cases. They often take advantage of the fact that many smaller companies do not have the 


^ BSA's members include: Adobe, Album, Apple, ANSYS, Autodesk, Bentley Systems, CA Technologies, 
CNC/Mastercam, Dell, IBM, Intuit, Microsoft, Minitab, Oracle, salesforoe.com, Siemens PLM Software, Symantec, 
Tekla, The Math Works, and Trend Micro. 
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internal resources to assess risk and negotiate favorable rates for litigation counsel. Others exploit the 
highly technical nature and complexity of patent cases, taking advantage of a strained court system 
where judges lack the resources to meticulously oversee cases. These bad actors intentionally increase 
litigation costs and create delays for plaintiffs to make it too risky to enforce legitimate rights. Or, they 
drive up costs for defendants to extract settlements that far outweigh the actuai value of the disputed 
patent rights. By enacting legislation to curb these abuses, Congress will help foster innovation and 
entrepreneurship for businesses, both small and large, across all sectors of the economy. 

Importance of a Well-Functioning Patent System 

BSA members and other innovators rely on a patent system that is strong, predictable, and 
efficient. BSA companies invest as much as 10 percent of their revenues In research and development 
each year. Often, the innovation arising out of this research and development is protected by patents. 
Our members hold more than 80,000 U.S. patents, and they regularly license these patented inventions 
to others. Licensing encourages the dissemination of technology and fosters innovation by enabling 
collaboration among stakeholders. It also ensures companies that invest in innovation are not put at a 
competitive disadvantage, by having their competitors use their inventions for free. 

But BSA members are not only among America's most innovative companies; we are some of 
the biggest targets for abusive patent suits. 

The Current Problems with Patent Litigation Hurt Small Businesses 

Patent litigation is enormously expensive, and the costs are growing. A 2011 survey by the 
American Intellectual Property Law Association found that the median cost of a medium-sized patent 
litigation is approximately $6 million dollars per party, double the cost reported in 2009 and four times 
the cost reported in 2001.^ The threat that a plaintiff or defendant will be forced to confront these 
extraordinary expenses enables abusive litigation tactics. Regardless of whether they are a plaintiff or 
defendant, most small businesses simply cannot afford to litigate a patent dispute. 

As I mentioned earlier, BSA members are software companies of all sizes, Including many 
smaller companies. The impact of patent lawsuits "on smaller startups is particularly acute."® One 
survey indicates that, over a six-year period, roughly 66 percent of unique patent defendants were firms 
with annual revenue of less than $100 million.'' Commentators have thus noted that "small 
companies — not tech giants— are the predominant targets" in certain abusive lawsuits.® Victims of 
abusive suits are often faced with foregoing hiring engineers, delayed time-to-market, and challenges in 
receiving funding. 


2 Am . Intellectual Prop. Law Ass'n, Report of the Economic Survey 2011, at 1-155 to 1-156 (2011) 

’ Executive Office of the President, Potent Assertion & U.S. Innouation, at 10 (2013), http://tinyurl.com/Ivk6ajl 
" Colleen V. Chien, Startups & Patent Trolls, Santa Clara Univ. Legal Studies Research Paper No. 09-12, at 1-2 (Sept. 28, 2012). 
® Brian J, Love & James C, Yoon, Expanding Patent Law's Customer Suit Exception, 93 B.U. L. Rev. 1605, 1611 (2013). 
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Expending scarce resources on litigating patents is appropriate when a company is faced with a 
meritorious patent ciaim. That is the foundation of a strong and effective patent system. At the same 
time, when suits are driven by abusive litigation, there are unwarranted negatives effects on companies 
- especially small entrepreneurial businesses. 

Many of our members have experienced directly the impact of expensive patent litigation on 
small businesses. For our smaller members, patent litigation is often a "bet-the-company" endeavor. 
This is not because of the potential damages or injunction, but rather it is simply because of the 
overwhelming cost to litigate a patent case. Not only are patent cases very expensive for most small 
businesses, they also require an Intense amount of time and resources from top executives and 
innovators. At a time when it is imperative that these personnel focus on innovating and building their 
businesses, they are stuck litigating frivolous cases. Our larger companies also witness this when 
unscrupulous actors assert weak or invalid patents against their smaller customers or business partners. 

BSA Priorities for Improving the Patent System 

There is an urgent need for Congress to enact legislation that curbs abusive litigation behavior. 
This will help both large and small innovators and entrepreneurs by increasing transparency, addressing 
asymmetries that lead to abuse, and increasing fairness in the patent system. The proposed changes 
that BSA supports will lower the cost of patent litigation for all parties in a patent case. It will also foster 
more efficient and faster resolution of patent cases, which will help small entrepreneurs and innovators 
spend their time inventing rather than litigating. 

Some argue that no legislative changes are needed to the patent system because the Supreme 
Court has ruled on several patent cases in the last the few years. The Supreme Court's rulings, while 
touching on some of the issues causing the abuse, are constrained by the letter of the patent statute 
and make only incremental changes in these areas. As a result, the Court's decisions do not sufficiently 
address the causes of the abuse, specifically the gross imbalance in costs and information that are 
exploited by the unprincipled in litigation. In fact, the recent rulings have increased ambiguities in some 
areas. At bottom, the abuses have not ended - and are not likely to end - unless Congress takes action. 

BSA believes that Congress can make several important changes to curb patent litigation abuse. 
None of these alone is sufficient to address the problem, but taken together, these improvements will 
remove skewed incentives and deter unscrupulous actors. Importantly, these changes will not 
undermine the property right granted by a patent. In fact, implementing these measures will strengthen 
confidence in the patent system and the rights it protects. 

BSA’s priorities include; 

Genuine Notice Pleadings - All too often, an unscrupulous plaintiff will file a complaint that provides 
little to no detail as to how or why the plaintiff believes its patents are being infringed by the defendant. 
A well-pleaded complaint will serve to focus the litigation and more appropriately target discovery. 

Thus, we support requiring a plaintiff to articulate its theories of infringement in a complaint. This is an 
important and logical step toward making patent lawsuits more efficient and the system more 
equitable. 
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Efficient Discovery - Much of the expense in patent litigation occurs during the discovery phase. Patent 
cases have a special proceeding called "claim construction," where the judge issues an order defining 
the scope of the case. This order can be very helpful in narrowing the issues and would limit the cost of 
discovery if it were issued early in the case. Thus, we support requiring courts to delay the bulk of 
discovery until after a "claim construction" decision has been rendered. 

Discovery Cost Shifting - Unscrupulous actors often attempt to force the targets of their suits to respond 
to discovery "fishing expeditions" In an effort to drive up costs - in legal fees and in executive and 
employee time and resources. BSA supports requiring the party seeking discovery to pay the related 
costs of the other side when the requested Information is deemed by a judge to be unnecessary to 
prove the case. Such measures will increase efficiency and remove incentives for abuse. 

Fee shifting - Section 285 of the Patent Act gives courts the authority to shift fees, but the high 
threshold set by the current statute has resulted in a clouded interpretation of the law. Thus, parties in 
patent cases are motivated to drive up litigation costs because there is still a low risk that fees will be 
assessed and the Federal Circuit does not have the statutory tools it needs to review lower court 
decisions on fees. We support strengthening Sec. 285 to require a losing party that asserts frivolous 
claims during a patent lawsuit to pay the prevailing party's attorneys fees and to ensure that fees can be 
collected when they are ordered by the court. 

Customer Stay - A relatively new tactic used by unscrupulous litigants is to file suit against the 
customers of companies that make an allegedly infringing product. The customers are accused to have 
infringed just by purchasing and using an off-the-shelf product from a reputable manufacturer. This is 
often done to derive multiple settlements from multiple targets. In many cases, a single suit against the 
manufacturer establishing whether its product infringes could resolve dozens of individual cases brought 
against its customers. However, it Is sometimes difficult to stay the case against such customers 
pending the outcome of the suit against the manufacturer. Thus, BSA supports legislation that would 
require courts to stay cases against a customer when the manufacturer is an appropriate defendant and 
the manufacturer willingly agrees to take over the case. 

Demand Letters - Bad actors will often send bogus letters threatening patent litigation to unsuspecting 
small businesses with the sole purpose of trying to extract a settlement. Often, these letters are sent to 
dozens if not hundreds of companies, without any real investigation into whether there is actually a 
basis for alleging infringement. The letters often provide little if any information regarding how a 
particular recipient is alleged to have infringed a patent or patents and make misleading claims and 
unsubstantiated threats. This makes it very difficult and expensive for a small business to determine 
whether they have any legitimate liability exposure or whether the demand is simply an effort to 
mislead them into paying a settlement. We support legislation that will protect end-users and 
inexperienced recipients from wide-spread, bad-faith demand letters. This goal can be achieved without 
undermining a patent-holder's constitutional right to enforce its intellectual property through balanced 
federal legislation that preempts the confusing-quilt of individual demand letter laws now emerging in 
the states. 
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Broadest Reasonable Interpretation (BRIl -Sonie stakeholders have proposed provisions that would 
force the USPTO to abandon the "Broadest Reasonable Interpretation" standard it currently uses to 
review patents in post-grant proceedings, making it more difficult to invalidate a patent during the 
proceeding. BSA opposes proposals to eliminate the use of the BRI standard during Post Grant Review 
processes. 

Proposals Not Directly Addressing Litigation Abuse are Untimely 

The 2011 America Invents Act (AIA) is only now being implemented by the USPTO. The AIA 
created new mechanisms for USPTO to review issued patents. These review programs, while in their 
infancy, are providing the opportunity to help remove arguably invalid patents from the system. Despite 
a limited record of administrative determinations, some believe the existing programs should go farther, 
while others believe they go too far. In BSA's view, action to revisit post-issuance review programs - 
including post-grant, inter partes, and the covered business method review programs - is premature and 
unwarranted. Unlike litigation abuses, which policymakers, academics, and our companies have 
observed for more than a decade, the lack of experience under these programs and the inadequate 
ability to assess their impact on the system overall argues against further changes. 

importance of the Availability of Software Patents 

Software innovation has provided a key engine of economic growth and job creation over the 
past decade. Software is now an integral element of the cars we drive, the systems that heat our 
homes, and the telecommunications systems that allow us to remain in touch with our loved ones. 
Software truly does make our world a better place. The incentives to develop innovative software 
would be much diminished, harming every aspect of our lives if patents were unavailable. Both 
economic theory and practical experience suggest that the availability of patents for software promotes 
innovation by supplying additional incentives to inventors. Moreover, software patents are especially 
Important for small businesses, as they level the playing field by allowing innovators to compete with 
others who do not invest in the risky and difficult process of innovation. Software patents also "play a 
role of some importance in the development of firms seeking to enter the software industry" insofar as 
they significantly improve a company’s efforts to obtain venture capital.® 

Conclusion 

BSA is committed to ensuring that our robust patent system remains the envy of the world. To 
advance this goal, we believe patents should be available for all types of inventions, including in 
software, and further that such availability serves the constitutional mandate to promote the 
advancement of science and the useful arts, pursuant to Article 1, Section of 8. While we value and are 
committed to a strong patent system, we also believe that there is an urgent need to end abusive 
litigation by focusing on legislation that addresses opportunistic behavior. We do not see these efforts 
as in tension, and we are confident that effective reform this can be accomplished without diminishing 
the rights of inventors to enforce their legitimate property rights. 


‘ Ronald J. Mann & Thomas W. Sager, Patents, Venture Capital, and Software Start-Ups, 36 Research Policy 193, 194 (2007), 
http://tinv.cc/snd99w. 
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We urge the Senate to move quickly to enact reforms that support a robust patent system while 
deterring abuse. We thank the Committee for the opportunity to testify today, and I look forward to 
answering your questions. 
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Chairman ViTTER. Great. Thank you, Mr. Molino. 

And now I will turn to Senator Cardin who will introduce our 
next two witnesses. 

Senator Cardin. Well, let me first welcome Rachel King, the 
CEO of GlycoMimetics, to our Committee. 

GlycoMimetics is a small pharmaceutical company with about 40 
employees. Ms. King guided the company as it gathered $38 million 
from venture companies — quite a task. 

GlycoMimetics’ current patent portfolio includes two main phar- 
maceutical patents targeting sickle cell disease and leukemia. It is 
currently in a Phase II trial for sickle cell drugs. 

All their technology is homegrown within the company’s own 
labs. It is located along the 270 corridor in Gaithersburg, one of the 
real high-tech areas of Maryland. 

We have a lot of high-tech areas in our State, and I think what 
Ms. King represents is really one of the growth areas in our coun- 
try for good jobs and innovation. 

STATEMENT OF RACHEL KING, FOUNDER AND CEO, 

GLYCOMIMETICS, AND CHAIR OF THE MARYLAND LIFE 

SCIENCES ADVISORY BOARD 

Ms. King. Thank you very much and thank you. Chairman Vitter 
and Ranking Member Cardin, for inviting me to testify today. 

And, thank you also for the opening remarks that you both 
made. I feel very encouraged by the perspective that you are bring- 
ing, the support of innovation, the critical recognition that we need 
balanced and bipartisan legislation that will continue to support 
entrepreneurship and small businesses. This is really critical and 
very important to biotechnology and to companies like ours. So 
thank you very much. 

I run a company, as Senator Cardin said, called GlycoMimetics 
based in Maryland. We are focusing on developing drugs for unmet 
medical needs, focused initially on sickle cell disease and on leu- 
kemia. 

And I have spent my career working in biotechnology, both in 
startup companies like these and on the venture capital side. So, 
from that perspective — from those perspectives, I have seen the 
really critical role that patents play in encouraging investment and 
how very important it is that we ensure a robust, dependable sys- 
tem. 

So, based on my experience in those different settings, I can say 
that I think biotechnology is probably one of the most dependent 
areas of the economy on a robust patent system. And one of the 
reasons for this is that our patents are — we often have products 
that depend on very small numbers of critical patents. 

So we do not have 20, 50, or 100 patents on our products. We 
might have 1 or 2 that are critically important for us to defend in 
order to bring our products forward. 

And, we have to do that in a setting where we have got to raise 
millions of dollars over many years at great risk. 

So the amount of money, the amount of time, and the amount 
of risk in our industry make it really critical that we have strong 
patents. 
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In our company’s case, we raised about $60 million through pri- 
vate venture capital. We had to raise that money to complete our 
initial study in sickle cell patients. We then had to do another 
major partnership with a pharmaceutical company to bring in more 
money. We raised another $64 million in an IPO last year. So our 
own company’s story is one of many years of long, risky invest- 
ment. 

And, if we are successful, it will probably take something like 15 
years and tens of millions of dollars until we actually have a drug 
that could be available to patients. And, during that time we really, 
critically, have to be able to defend our patents. 

If patents can be invalidated under overly broad criteria or if we 
have difficulty enforcing them, then it makes it very difficult for us 
to raise funds. 

So I want to urge Congress as you look at issues related to pat- 
ent trolls, I want you to also keep in mind the need to protect pat- 
ent innovators, so to protect the people who actually generate pat- 
ents in the first place, not to only look at abuses by patent owners 
but abuses perpetrated against patent owners and against 
innovators. 

And, in particular, one of the things that is of a great deal of con- 
cern to us in the biotech industry is this new system of patent chal- 
lenges called Inter Partes Reviews, which is really having a game- 
changing effect on our industry because so many patents can be in- 
validated under that process. Something like 80 percent of the 
challenges that are brought result in the innovator’s patent being 
invalidated. 

And, it is so bad now that people who have no standing are 
bringing these challenges because they are betting on the ability to 
invalidate these patents. 

We have cases in our industry, for example, where hedge funds 
will short a biotech company’s stock, file an IPR, make money 
when then the company’s stock goes down as a result of the an- 
nouncement of the IPR just having been filed. 

I think that should be criminal. It is manipulation. It invalidates 
patents inappropriately. And, this whole IPR process basically sets 
a lower standard than the current district court standard has, 
which is very well-developed, with a lot of experience. 

And we cannot — we are particularly vulnerable to that type of 
challenge. So I really think that needs to be addressed. 

And so I am particularly appreciative of the STRONG Patents 
Act, and I want to thank Senators Coons, Durbin, and you. Senator 
Hirono, for sponsoring that Act. That would address a lot of the 
problems with the IPR case in our view and, I think, could be very 
important to continuing to support innovation in biotechnology. 

So I want to make the point — obviously, I am biased — I think 
biotechnology is not like just any other business. It is a business 
that we really, critically, have to support because of the important 
work that we are doing. 

We are not finished in developing cures for cancer, Alzheimer’s 
disease, diseases like sickle cell. These are critically important 
needs that we need to continue to address in our society. 

And I want to ask you to specifically be concerned about the role 
that patents play in biotechnology and to continue to support us. 
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Thank you. 

[The prepared statement of Ms. King follows:] 
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Testimony of Rachel King, CEO 
GlycoMimetics, Inc. 

To the United States Senate Committee on Small Business and Entrepreneurship 
Hearing on "Protecting Innovation and Entrepreneurship in Patent Reform" 
March 19, 2015, 10:00 a.m. 

Russell Senate Office Building, Room 428A 


Summary of Testimony: 

Chairman Vitter, ranking member Cardin, and members of the Committee, thank you for 
Inviting me here today to testify on the subject of protecting innovation and 
entrepreneurship in patent reform. I am Rachel King, CEO of GlycoMimetics, a small 
publicly traded biotechnology company located in Maryland that utilizes novel and 
proprietary technology to develop treatments for diseases with high unmet needs such as 
sickle cell disease and blood cancer. I have spent most of my career working within the 
biotech Industry, as an executive at two start-up companies and as a venture capital 
investor supporting the growth of a portfolio of such companies. 

Based on this experience, I can attest that very few sectors of the nation’s economy are as 
dependent on predictable, enforceable patent rights as is the biotechnology industry. 

Robust patents that cannot be easily circumvented or invalidated, and that can be 
predictably enforced against infringers, enable biotech companies to secure the enormous 
financial resources and tolerate the high levels of risk needed to advance biotech products 
to the marketplace. Because such risks and costs cannot usually be borne by any one 
entity alone, especially the small companies that make up the vast majority of biotech 
companies, biotech development depends heavily on licensing, partnering, and access to 
capital. And it is strong and reliable patents that enable us to engage in the partnering and 
technology transfer that is necessary to turn basic scientific discoveries into real-world 
solutions for disease, pollution, and hunger. 

My own company's story is a perfect case study in how the biotech ecosystem works. It 
took GlycoMimetics seven years and $60 million from several rounds of private financings 
just to complete our Initial study of sickle cell patients; and another three years and a major 
partnership worth hundreds of millions of dollars with a large pharmaceutical company to 
advance our compound through a positive Phase II clinical trial. Based on this success, we 
were able to go public In January 2014, raising another $64 million to further support our 
research and development and to advance our second program to try to treat certain blood 
cancers. If all goes well, a product may finally be available for patients in a few more 
years. That would be 15 years after the founding of our company, with tens of millions of 
dollars invested, and tremendous risks along the way. 

I can say with absolute certainty that our ability as a small company to secure all of this 
financing and partnerships over more than a decade was possible only because of the 
strength of our patent portfolio. If patents can be Invalidated under overly broad criteria, or 
if the ability to enforce them becomes limited due to excessive lawsuit filing requirements or 
undue delays or complications in obtaining discovery and moving a case through the courts. 
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third parties would be less likely to invest In or license the technology - and major sources 
of R&D funding would dry up for small companies while a cloud of uncertainty hangs over 
their patent portfolio. The result - patients waiting for the next new cure or treatment will 
have to wait longer, or may never get it at all. With all due respect, I would urge Congress 
to keep such considerations in mind as it attempts to address abuses of the patent litigation 
system by so-called "patent trolls." 

Congress also should focus not just on abuses by patent owners, but also those perpetrated 
against patent owners. In particular. Congress should reassess the new administrative 
patent challenge system known as Inter Partes Review (IPR), which Is having a game- 
changing effect on the reliability of patents as a basis of biotech Investment. Patents in IPR 
are being invalidated at rates so high - roughly 80% — that the basic procedural fairness of 
these proceedings is Increasingly being questioned. Based on this emerging data, hedge 
funds and other third parties with no commercial Interest in the patents have figured out 
that they can extort settlements or otherwise gain financially from bringing, or even 
threatening to bring, patent challenges against critical patents of biotech companies - 
Including by "shorting the stock" of such companies and then filing IPRs to drive down the 
stock prices and profit therefrom. Biotech companies can be particularly vulnerable to such 
abuses because they are small companies that often rely on just a handful of highly 
valuable patents to protect their products and massive Investment therein. 

In this regard, I want to express my support for the recently-introduced STRONG Patents 
Act sponsored by Senators Coons, Durbin, and Hirono, which would ensure that IPR 
proceedings are no longer unfairly stacked against patent owners. 

Let me close with some sobering facts. One out of five Americans can expect to develop 
Alzheimer's disease during retirement, and the risk of developing cancer is even greater. 
While much has been said about abuses in the patent system that drive up certain business 
costs, we must keep in mind that that same patent system encourages risk-taking and long- 
term Investment in potential solutions for the biggest problems facing the generations to 
come: disease, hunger, and pollution. It is critical that the future path of our patent system 
continues to preserve the Incentives for small business innovation that have made the 
United States the global leader in medical, agricultural, and environmental biotechnology. 

Thank you again for the opportunity to present my views on this important matter and I am 
happy to answer any questions the Committee may have. 

Introduction 

By way of personal introduction, I am Rachel King, CEO of GlycoMImetIcs, Inc., a small 
Maryland-tsased company. GlycoMimetics is a publicly traded, clinical-stage biotechnology 
company that utilizes novel and proprietary glycobiology technology to develop treatments 
for diseases, especially those with high unmet ndeds. Since the company's inception In 
2003, GlycoMimetics has developed a robust, diversified product pipeline. The company's 
mission is to continue to advance its pipeline, providing hope for patients with sickle cell, 
cancer, and other serious diseases. 

In order to advance this mission, the company secured an Initial round of private venture 
financing, known as Series A, in an amount of $4.5 million. Over the next six years, we 
needed to raise an additional $53 million in Series B and C financings to keep the company 
afloat as we Identified a lead compound and Initiated a Phase 1 clinical trial in late 2008. 
After completing this pilot study of our lead compound in sickle cell patients in 2010, we 
were able to secure a major $340 partnership with a large pharmaceutical company to 
advance our clinical R&D program through Phase II, reporting positive top line data in mid- 
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2013. Based on these results, we were able to complete an initial public offering for our 
company in January 2014, raising an additional $64 million to support our R&D pipeline. 

Our ability to secure all of this financing over more than a decade was possible only because 
of the strength of our patent portfolio. 

Prior to joining GlycoMimetics, I was an Executive in Residence at New Enterprise 
Associates, one of the nation's leading venture capital firms. Prior to that, I spent 10 years 
with Genetic Therapy, Inc., through the company's early stage, initial public offering, and 
eventual sale to Novartis. After the sale, I was named CEO and ran the company as a 
wholly owned subsidiary. I received my B.A degree from Dartmouth College and my MBA 
from Harvard Business School. 

I also currently serve as the Chair of the Board of Directors for the Biotechnology Industry 
Organization, the biotech industry's leading national trade association, as well as Chair of 
the Maryland Life Sciences Advisory Board appointed by Governor Martin O'Malley. 

However, my testimony today represents my own views, based on my experiences as an 
Investor In and CEO of small biotech companies, and not necessarily the views of the 
organizations which I chair. 

Background on the Role of Patents in the Biotech Business Model 

Very few sectors of the nation's economy are as dependent on predictable, enforceable 
patent rights as Is the biotechnology Industry. Robust patents that cannot be easily 
circumvented or invalidated, and that can be predictably enforced against infringers, enable 
biotechnology companies to secure the enormous financial resources needed to advance 
biotechnology products to the marketplace, and to engage in the partnering and technology 
transfer that is necessary to translate basic scientific discoveries into real-world solutions for 
disease, pollution, and hunger. 

Research and development within the biotechnology industry comes at a very high cost, and 
every idea that is funded comes with a much greater risk of failure than success. 

Investment thus Is predicated on an expected return in the form of patent-protected 
products or services that ultimately reach the market. The typical biotech company does 
not have a product on the market yet, nor a steady source of revenue, and spends tens of 
millions of dollars on R&D annually. The biotechnology industry, as a whole. Is responsible 
for well more than 20 billion dollars of annual research investment, and provides 
employment to millions of individuals nationwide. Virtually all of this investment is through 
private sector funding.* Developing a single therapy requires an average investment 
ranging from $1.2 billion to over $2 billion, and the clinical testing period alone consumes 
more than eight years on average.*' 

Such investments are not only expensive; they are risky. For every successful 
biopharmaceutical product, thousands of candidates are designed, screened, and rejected 
after significant Investments have been made. The chances that a biopharmaceutical 
medicine will advance from the laboratory bench to the hospital bedside are approximately 


‘ Moving Research from the Bench to the Bedside: Hearings Before the Subcomm. on Health of the House Comm, 
on Energy and Commerce, 108th Cong., 1st Sess, 47 (2003) (testimony of Phyiliss Gardner, M.D) 
(http;//archlves.energy commerce.house.gov/re parchives/108/Hearings/07102003hearing990/Gardnerl579.htm) 
(“The biotechnology industry is the most research and development-intensive and capital-focused Industry in the 
world," noting that 98 percent of research and development investment comes from the private sector). 

* Joseph A. Di Masi and Henry G. GrabowskI, The Cost of Biopharmaceutical R & D: Is Biotech Different? Manage. 
Decis. Econ. 28; 469-479 (2007) (hereafter: "Di Masi and Grabowski"). 
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one In 5,000.^ Only a small minority of candidate drugs even advance to human clinical 
trials, and most of those will never ultimately reach the market. For example, at the time 
human clinical testing begins, the odds that a biopharmaceutical compound will eventually 
receive FDA approval are less than one-third.^ 

Because such risks and costs cannot usually be borne by any one entity alone, biotech drug 
development depends heavily on licensing, partnering, and access to capital. Patents allow/ 
biotech inventions of great societal value to be passed or shared among parties best suited 
to unlock their potential at any given stage of development and commercialization - each 
contributing Its part, each sharing the risk of failure, each Increasing the odds that a product 
eventually reaches patients. Such sharing of risks, costs, and talents has been critical to 
the success so far of my ow/n company, GlycoMImetics. Without strong and reliable patents, 
we would not have been able to secure the investment or partnerships that have kept our 
doors open for so many years as we seek to prove the safety and efficacy of our leading 
therapeutic candidates. 

If patents can be Invalidated under overly broad criteria, or if the ability to enforce them 
becomes limited due to an exceedingly high bar to filing a lawsuit or excessive delays or 
complications In prosecuting a case through the courts, third parties would be less likely to 
invest in or license the technology, and major sources of R&D funding would move 
elsewhere. The result - patients waiting for the next new cure or treatment will have to 
wait longer, or may not ever get it at all. 

For these reasons, currently-pending patent litigation reform legislation is highly relevant to 
the biotech business model. A small or mid-sized biotech company that today decides to 
begin development of, for example, an Alzheimer's treatment must look a decade or more 
into the future. Long-term financial commitments will be required; several hundreds of 
millions of dollars will need to be raised; and development partnerships will need to be 
secured in a situation where the cost of capital is high and the odds of ultimate success are 
small. Because investment-intensive businesses can tolerate only so much risk, even 
moderate additional uncertainty can cause business decisions to tip against developing a 
high-risk, but potentially highly-beneficlal, product. 

This is not an academic consideration. Every biotech executive has stories to tell about 
promising experimental compounds that had very favorable medicinal properties, but were 
never developed because their patent protection was too uncertain. The injection of 
additional systemic uncertainty by, for example, making the enforceability of patents 
against Infringers more uncertain can negatively affect which new cures and treatments 
may become available a decade from now. 

The average American today can realistically hope to live Into her or his eighth decade. At 
retirement, one out of five Americans can expect to develop Alzheimer's disease during her 
or his remaining years. The risk of developing cancer Is even greater. While much has 
been said about inefficiencies In the patent system that drive up business costs In some 
sectors today, we must keep in mind that that same patent system encourages risk-taking 
and long-term investment in potential solutions for the biggest problems facing our world 
and the generations to come: disease, hunger, and pollution. Great care must be taken to 
ensure that we do not forget the patent system's longer-term benefits to society. It is 
critical that the future path of our patent system is one that preserves and maintains the 


’ Secretary of Health and Human Services Tommy G. Thompson, Remarks at the Milken Institute's Global 
Conference (Apr. 26, 2004), available at www.hhs.aov/news/sneech/20n4/04042S.html 

" Di Masi and Grabowski, at 472-3. 
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incentives for innovation that have made the United States the global leader In medical, 
agricultural, and environmental biotechnology. 

Views on Patent System Reforms 

As a CEO of a small business, I am sensitive to the concerns that have been raised by some 
small business owners about the negative impact on their businesses from the meritless 
assertion of overly broad and questionable patents by so-called "patent trolls." Small 
businesses have fewer human and financial resources to deal with such legal maneuverings, 
and they distract management from its focus on advancing the company's R&D or 
operations. There are real costs to such abuses, and Congress should consider how best to 
protect small businesses from them. In particular, there are several legislative proposals 
designed to curtail the sending of indiscriminate, bad faith patent demand letters, enhance 
transparency around patent ownership and enforcement, and protect Innocent consumers or 
end users from infringement suits based on their purchase and use of technology or 
products manufactured by others. 

But Congress also must recognize that small businesses often must defend their inventions 
and their companies against very real threats posed by larger corporate infringers. And 
when they are forced to do so, it is critical that the litigation system operate in a cost- 
efficient, timely, balanced, and fairly predictable manner. Otherwise, investors and partners 
will simply dry up while a cloud of uncertainty hangs over the small company's patent 
portfolio. 

In this regard, it has become clear that the PTO's Inter Partes Review (IPR) system of 
administrative patent challenges is having a game-changing effect on the reliability of 
patents as a basis of investment in the biotechnology industry. Patents that are involved In 
district court litigation are now routinely subjected to concurrent administrative litigation in 
the PTO, where they are being invalidated at rates so high that the basic procedural fairness 
of these proceedings is Increasingly being questioned. This creates a great risk of 
duplicative proceedings and Inconsistent outcomes, as alleged Infringers seek to gain 
advantages or leverage over patent owners that would not exist under district court 
litigation alone. For example, the way claims are interpreted and other procedural 
protections are less favorable to patent owners in the PTO administrative setting. 

In addition, third parties with no commercial interest In the patent or field to which the 
patent pertains have figured out that they can extort settlements or otherwise gain 
financially from bringing, or even threatening to bring, patent challenges against critical 
patents owned or licensed by biotech companies. Biotech companies can be particularly 
vulnerable to such extortion because - in contrast to most high-tech companies - biotech 
companies often rely on just a handful of highly valuable patents to protect their products 
and massive investment therein. This already is being seen by several biotech companies, 
who have been approached by third parties threatening to file IPRs unless the company 
makes a substantial financial payment to them. And a hedge fund manager recently made 
news by announcing his plans to "short" the stocks of more than a dozen biotech companies 
and then file IPRs against their most valuable product patents In an attempt to drive down 
their stock prices. The first such IPR petition, filed by this hedge fund In February against 
Acorda Therapeutics (a mid-size biotech company which brought to market an innovative 
treatment for multiple sclerosis) caused the value of the company to drop by over $150 
million In one afternoon. A second IPR has now been filed against this same company, and 
other hedge funds are starting to get Into the IPR business as well. 

Such abuses of the PTO administrative review system are attractive and growing because, 
as is quite clear to those following the evidence to date, the rules governing these 
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proceedings are unfairly stacked against patent owners in many ways. In particular, the 
PTO uses a claim construction standard that is much broader than that used in district court, 
and has limited the ability of patent owners to file narrowing amendments to preserve their 
patent claims. This Is why another hedge fund recently filed an IPR against a biotech 
company named Allergan, even though the patents at issue were upheld In district court 
litigation and on appeal. The hedge fund specifically notes In Its PTO filing that it believes 
these same patent claims would fall under the PTO's broader claim analysis - a result that, 
to me, would be incredibly unfair after four years of court litigation on the same issues. 

I don't believe that Congress intended for the IPR system to be used in this abusive 
manner. To this end, a number of productive proposals to reform the IPR system have 
been circulated that deserve this Committee's consideration. Specifically, the STRONG 
Patents Act, as recently introduced by Senators Coons, Durbin, and Hlrono, would address 
such IPR abuses by, among other things, harmonizing the PTO's standards with those used 
in district court and thus minimizing incentives to "game" the two different systems; 
allowing greater patent amendment rights; and preventing the improper use of the 
proceedings by those with no legitimate interest. 

Congress also should avoid making changes to the general patent litigation system that 
would raise the cost of or delay patent enforcement, as doing so would particularly Impact 
small businesses most negatively. For example, efforts to vastly Increase the amount of 
detailed Information that must be included in every complaint for patent infringement, or 
proposals to delay discovery against accused infringers, would make It more difficult for 
small businesses to protect their Inventions In a timely and cost-effective manner. 

I also am concerned about several proposals that would grant the authority for a court to 
Join third parties with a financial Interest in the plaintiff or patent at issue - such as 
Investors, licensors, or commercial partners - to the litigation as unwilling co-ptaintlffe to 
pay the other side's costs, unless they renounce all Interest in the patents at issue. The net 
result of such joinder provisions would be to create many additional encumbrances, 
especially for small businesses, that would make partnering, collaborations, and the 
enforcement of patents needlessly more expensive and more complicated. Business 
partners, patent owners, financing companies, and others who engage only in arm's length 
business with the patentee should not be subjected to potential liability or forced to 
renounce their rights just to avoid being dragged into litigation between two other parties. 

While there have been efforts to limit the applicability of some of the above litigation 
changes to cases not Involving real commercial competitors, the language Is often Imprecise 
and fails to recognize that not all patent litigation In biotechnology would fall into any such 
exceptions. In fact, the vast majority of American biotechnology companies are far from 
having a product on the market, yet depend critically on the enforceability of their patents 
to attract funding, to enter into development partnerships, and to advance their technology. 
A solution must be found for such businesses as well, businesses that are actively trying to 
develop, and seeking investment to further develop, patent- protected inventions. 

Conclusion 

I want to thank the Committee for the opportunity to testify today and explain a view of the 
patent system from the perspective of a small, innovative, Investment-Intensive biotech 
business. I urge the Members of this Committee and the full Senate to ensure that adopted 
reforms are truly targeted at abusive practices - both by patent owners and against patent 
owners - and do not have negative, unintended conseguences for the vast majority of 
legitimate patent owners or licensees who simply are seeking to protect and enforce their 
patents in good faith. 
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Senator Cardin. Well, thank you for your testimony. 

Mr. Craig Bandes is President and CEO of Pixelligent Tech- 
nologies. It is a Baltimore-based company that creates nano mate- 
rials that allow more light to be derived out of LED light bulbs, 
panel display, and optical components. 

Pixelligent started with 9 employees and currently has 42 em- 
ployees. They have received funding through both government and 
private investment sources during the course of their development. 

Pixelligent holds 25 patents, spends hundreds of thousands of 
dollars each year developing its patents and attorneys to ensure 
patent protection. 

They currently have an international reach and are looking to 
start distribution in Europe soon. 

It is a pleasure to have Mr. Bandes here. 

As I explained earlier, in Maryland we are proud throughout our 
State of having a lot of high-tech type operations in the Baltimore 
region and the Washington region and throughout our State. 

Mr. Bandes. 

STATEMENT OF CRAIG BANDES, PRESIDENT AND CEO, 
PIXELLIGENT TECHNOLOGIES 

Mr. Bandes. Thank you. Senator Vitter and Senator Cardin, for 
the opportunity to come speak today. 

There has been a lot of discussion on the panel already, which 
I will save us all from repeating. 

Our company is very focused on — and patent protection is critical 
to our ultimate success as a company. We believe when we think 
about patents that there is both the focus on protecting patents 
and protecting innovation but also accelerating the innovation that 
we have here in the United States. 

So, again, my name is Craig Bandes. I am the CEO of Pixelligent 
Technologies. 

And the materials that we make here in Baltimore enable us to 
take materials, put them into a number of devices, and materials 
that are commonly used in electronics today. Our main focus is in 
LED lighting, which is sweeping the world really in next-genera- 
tion lighting, and OLED lighting, where using our materials makes 
those lights more efficient, gets more light out, and actually creates 
better economics. 

Our materials also go into things like touch screens to help im- 
prove scratch resistance and overall image quality. 

The company has been funded today through a combination of 
private equity funding, some venture but a lot of what you would 
call “super angel” type of investment, about $23 million to date, 
and we also have received about $11 million of funding from gov- 
ernment programs. 

All of this funding has really gone to initially focus on building 
a team of technologists, manufacturing experts, sales and mar- 
keting folks, but it is all based on the core of our IP. 

Ultimately, when we go to market and we are selling to big mul- 
tinationals, which include today 3M and Dow Chemical and 
Samsung and OSRAM and LG, on a global basis, the first thing 
they do is take a sample and see if it works. Then they figure out, 
okay, well, the economics work to get a product into their system. 
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All that is very hard and takes anywhere from six months to a 
year. So it is easier said than done. 

And then, if you get through all of that, you then go through a 
process of having to show that the IP they are going to incorporate, 
our IP, into their products will not infringe when they go to the 
marketplace. And it goes through a pretty exhaustive process 
called the Freedom to Operate. 

So here is where the challenges come in, where invariably just 
because of how many technologies there are in our space — nano has 
become a very active space for patenting — that they will find some- 
thing that may give them some concern. 

Our job then is to show them that we can beat back that concern. 
The best way we can do it is having very strong patents that are 
defensible and having a broad set of patents that show they really 
cover the landscape and the areas that we focus on, which are 
making the material, how we coat that material, how we put it into 
our customers’ material, and then how we manufacture that mate- 
rial. 

And we have to be able to prove that we have protection really 
across that to convince someone like a 3M, for example, because ul- 
timately if there is a problem, someone that would come after the 
company more will focus on a 3M with much deeper pockets than 
a Pixelligent which is just now starting to commercialize. 

So our focus really is making sure that the patents that we have 
and we put into the Patent and Trademark Office come out and are 
strong and defensible. 

One of the challenges that we see today is less because we have 
not been directly involved in any kind of troll situation. And I 
think the panel here has covered the universe on the issues there, 
and a balanced approach clearly is the best answer. 

But our focus is when we file a patent it takes 2.3 years to get 
that patent out of the Patent and Trademark Office. There are cur- 
rently 600,000 patents in backlog in the PTO. You think about the 
amount of economic value and real value that is being held up in 
that. 

Now these folks work hard. Examiners work hard. They care 
about their jobs. There just are not enough of them. 

And when you think about the PTO, it is one of the few agencies 
in the government that actually self-funds and actually makes 
what we call in our world a net profit — about $300 million addition, 
or 350, on almost every year beyond the $3 billion they get appro- 
priated to go spend. And then there is a battle over who gets that 
money. 

Imagine if you reinvested that money like a business would, to 
create a more efficient system, bring in more people, and drive 
more value. 

Not only will there be more value and more fees — and it is a 
great strategy because you pay once and then you pay forever, or 
at least the 23 years while your patents are active, but the ability 
to unlock all of that innovation so that I do not have today 23 pat- 
ents pending. 

Today, maybe I only have 10 patents pending, which means 
when I go and I talk to 3M or Dow or Samsung or whoever, I am 
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saying we have a broader portfolio of patents that are actually 
issued and we can defend them versus pending and waiting. 

So I would encourage this Committee to think about this concept 
of innovation and protecting and accelerating patents beyond just 
the issues of litigation. 

Thank you. 

[The prepared statement of Mr. Bandes follows:] 



60 


Written Statement of Craig Bandes, President & CEO of Pixelligent Technologies 
Small Business & Entrepreneurship Committee Hearing 
March 19, 2015 

Thank you Senator Vitter and Senator Cardin for the opportunity to speak today on protecting innovation 
and entrepreneurship in patent reform. I believe that protecting and finding ways to accelerate 
Innovation are critical in supporting the high tech entrepreneurial community in the United States. 

My name is Craig Bandes and I am the President and CEO of Pixelligent Technologies, an advanced materials 
company that is leveraging nanotechnology to deliver the next generation of high index materials for 
Solid-State Lighting and Optical Components and Films applications. Our proprietary nanomaterials 
are incorporated into LED lights and OLED lighting to dramatically increase light output and into touch 
screens to improve scratch resistance and improve image quality. We currently have 13 issued, 2 
Allowed, and 22 pending patents, 2 trademarks, and numerous trade secrets. We consider our 
intellectual property to be one of our most valuable and critical assets. In 2014, we spent just under 
$200,000 in patent filing and legal fees and we expect to spend over $200,000 in 2015. Pixelligent is 
currently commercializing our technology after 10+ years of research and development, application 
development and manufacturing scale up. This development has been supported with over $23M In 
equity financing and $11M in Federal grants from NIST, DOE, NSF, and DoD. We are currently 
recognized throughout the world as one of leading emerging electronics materials companies, working 
with companies such as 3M, Dow Chemicals, LG, Samsung, Sylvania Osram and 50+ others. Our 
main competitors are in Asia and are billion dollar multinationals. 

Our competitive advantage is based on the quality of our materials, including how they are 
synthesized, coated, incorporated and manufactured, and in turn the patents that protect all of these 
processes and the resulting applications. As a company, we spend an enormous amount of time 
developing intellectual property strategies to protect our novel and powerful nanotechnology and rely 
heavily on the quality and breadth of our patents to protect our competitive advantage. 

One of the biggest challenges that faces an emerging technology company such as Pixelligent, is 
convincing large multinationals to incorporate our technology into their products. This initially entails 
getting them to purchase a sample of our products where they can demonstrate the properties and 
value of our material for themselves. Once successful with this step, the conversation moves to our 
ability to provide the material at the right scale and at volume pricing. The last hurdle then comes 
down to the customer performing a patent search in order to make sure that if they are successful in 
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developing a new product around our material, that they will have the Freedom to Operate (FTO). At 
this stage our customers will invariably find some prior art that may or may not be relevant and/or a 
concern. If they are not convinced they can bring the product to market without the risk of potential 
patent liability, they will kill the project. This is clearly a step in the product development and 
acceptance process where we can exert the least amount of influence and Pixelligent cannot afford to 
provide the same kind of indemnities larger companies are capable of providing, it all comes down to 
the quality and the number of patent(s) that we have in our portfolio that enable us to defend our 
proprietary and competitive position and close the sale. 

As with any company where intellectual property is a critical component of their overall business 
strategy, Pixelligent relies heavily on the PTO and the experience of the patent reviewer, the timeliness 
of review, and the ultimate quality of the patent issued by the PTO. There is currently a great deal of 
time being dedicated to the Innovation Act and patent trolls, however, I believe that the current backlog 
of patents to be reviewed, which as of February 2015 was just under 600,000 with an average review 
time of 2.3 years, is an issue that is also worthy of being explored and addressed. The vast amount 
of potential market and real economic value that this many potential patents represents is an enormous 
opportunity for this country, and one that could dramatically improve the competitive landscape for the 
high tech entrepreneurial community in the U.S. 

Thank you again for the opportunity to speak today and I look forward to answering any questions you 
may have. 
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Craig Bandes Biography 

Craig Bandes, President & CEO of Pixelligent, has over 20 years of combined experience as an 
entrepreneur, CEO, and Angel investor, building companies in the technology, defense, and professional 
services industries. Since joining Pixelligent in early 2008, he has restructured the company, enabling it 
to successfully emerge from a reorganization process, refocused Its product strategy, and raised nearly 
$23 million in equity funding. In addition, the company has been awarded over $11 million in federal 
grant programs, and has entered into numerous product development partnerships with technology 
leaders and Fortune 100 companies. Prior to Pixelligent, Mr. Bandes was the President and CEO of 
Global Secure Corp, a high-tech homeland security company, which in just over four years grew from a 
start-up to 250-r employees, achieved revenues of over $40 million, completed three acquisitions, raised 
over $25 million, and filed for an IPO. He was a co-founder of Focus Technology Consulting, which 
ranked #14 on the 2008 WashTech Fast 50. Mr. Bandes has negotiated over $300 million in financial and 
strategic transactions in the United States, Asia, and Europe and he sits on numerous company boards. 
Mr. Bandes serves on the advisory board for the Nanobusiness and Commercialization Association, the 
leading nanotechnology association. He is a graduate of Babson College. 
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Chairman ViTTER. Okay. Thanks to all of you. 

We will now have a round, a five-minute round of questions from 
the members here. I will start and then Senator Cardin, and then 
we will alternate sides using the “early bird” rule. 

Mr. Winwood, you mentioned that universities conduct 15 per- 
cent of all R&D and over 50 percent of all basic research in the 
U.S. and spend over $65 billion in research funds, $40 billion is 
from Federal sources, and that results in all sorts of inventions and 
patent applications. 

How does abusive patent litigation affect universities now, num- 
ber one? 

And, number two, you specifically referenced mandatory joinder 
and presumptive fee-shifting as provisions you would oppose in any 
patent bill. Why don’t you elaborate on that, and why would this 
be bad for universities? 

Mr. Winwood. Thank you. Chairman Vitter. 

Yes, how does this affect universities now? I think our primary 
area of interest here is our relationship, our very close relationship, 
with our startups and our small businesses, and the fact that most 
university technology licensing offices run on a very, very narrow 
margin. 

We are determined to help bring our technologies to the private 
sector, who can move it on into the marketplace for the benefit of 
consumers. 

When it comes to taking that extra risk of maybe being exposed 
to some of the abusive litigation, our universities simply do not 
have the depth of pocket to make that happen. 

And so there is a reluctance to engage, presumably, in this pur- 
suit of moving technologies out to the marketplace if we have the 
threat over our head of this kind of abusive litigation, if we are in 
the firing line, if you will, along with our licensees and startup 
companies. 

So, in particular, the fee-shifting and joinder provisions cause us 
great concern. Imagine following the joinder provisions through 
whereby anyone with a financial interest in the outcome of a liti- 
gated procedure could be joined. 

So the universities certainly, but as you know, our universities 
share our royalty revenues with our inventors. These may be fac- 
ulty members. These may be students. They may be post-docs. I 
suspect that there would be a chilling effect on disclosure to my of- 
fice, and many other offices, if those inventors were aware that 
they might suddenly be joined into a suit with — maybe it is a 
hedge fund at the helm of this thing, as mentioned by Rachel. 

So there is a real chilling effect, I suspect, that is possible on 
participation from our universities and our inventors because we 
just do not have the capacity in this kind of combat. We run on 
very, very narrow margins to keep these things moving into the 
private sector. 

Chairman Vitter. Okay. Thank you. 

And, Mr. Molino, can you give some thoughts about how ongoing 
activity addresses some areas of abuse and if you think it is ade- 
quate for those areas or not? 

For instance, there are ongoing judicial conference changes re- 
lated to the Federal Rules of Civil Procedure. What is your thought 
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about that work and how it will properly address those possible 
areas of abuse or not? 

Mr. Molino. So thank you for the question. 

We are very encouraged by the judicial conference’s work. How- 
ever, we do not think that the judicial conference is going to ad- 
dress the abuses that actually happen in patent cases. 

I think the judicial conference’s work is more based on overall 
litigation. While that will be helpful, there are certain things in 
patent cases that only occur with patent cases, such as a Markman 
decision. 

No other area of law has something called a Markman decision, 
where a court actually issues an order defining what the scope of 
the patent is. Because of that, oftentimes, once you have a 
Markman order, the scope of the case narrows and the cost of dis- 
covery narrows. 

We do not believe the judicial conference is going to address that. 
So I think that while the judicial conference is doing a lot of good 
things they certainly are not going to be addressing the specific 
issues to patent law. 

Chairman ViTTER. Okay. Thank you. 

And going back to Mr. Winwood, some small inventors have 
raised the issue of a so-called integrity loophole cause by a court 
decision denying judicial relief to patent holders whose patents 
have been subject to fraudulent or sham petitions for reexamina- 
tion at the Patent and Trademark Office. 

Do you agree that this is a problem? Would you support Congress 
restoring a judicial remedy specifically to that? 

Mr. Winwood. Yes, Chairman Vitter. Clearly, there are areas of 
disagreement regarding patent reform, but one area where we be- 
lieve everyone should agree is that fraud cannot be tolerated, or de- 
liberate abuse of patent reexaminations, or post-grant reviews. 

Applicants are held to a very high standard of honesty in dealing 
with the PTO, or else they risk losing their patent rights. So we 
believe that third-party requesters should be held to a similar 
standard. The patent owner currently has to be truthful, but a 
third-party requester can basically commit fraud with no financial 
penalty due to some recent court decisions. 

So it appears the door is wide open for unscrupulous parties 
around the world to abuse our system, knowing that it will take 
the patent owner years and cost them hundreds of thousands of 
dollars of effort just to defend their patent in the U.S. PTO. 

So this, as indicated by some of my small business colleagues 
here, is time and money that they just do not have and cannot af- 
ford to fight such challenges. It can really deny them access to des- 
perately needed venture funding while there is a cloud over the 
patent, as referenced earlier, or delay entry into the marketplace 
for valuable new drugs, medicines, and so on. 

So we think that there should be an opportunity to restore tradi- 
tional rights of patent owners to sue for damages in these cases 
and that will close this integrity loophole, if we are able to do this, 
and particularly prevent it being used against small companies 
who would seem to be very vulnerable in this regard. And, obvi- 
ously, many of those small companies are our startups and licens- 
ees. 
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Chairman ViTTER. Right. Okay. Thank you. 

Now, Senator Cardin. 

Senator Cardin. Well, thank you, Mr. Chairman. 

Again, I thank all five witnesses for your time here today. It is 
extremely helpful to us. 

Your testimony recalls some of the hearings that I attended 
when I was on the Senate Judiciary Committee, and they were 
long hearings, and it is a technical field. 

But I cannot imagine the fear that a small high-tech firm must 
go through if they receive a letter where they do not know really 
the source of who is behind it, who threatens their existence, chal- 
lenging their legitimacy to the work that they have done. 

And it is very interesting; there are two sides here, and I am not 
sure why there are two sides to this dehate because both sides 
agree that we have got to protect intellectual property and both 
sides believe that fraudulent activity and patent trolling is wrong. 

So I am going to start with the two business owners that are 
here. Could you just highlight what you think the most important 
change could be in our patent laws to protect the work that you 
are doing? 

There are two different companies here. One relies on basically 
one patent to advance a drug. The other is advancing a final prod- 
uct that will contain what you are doing, which will rely upon a 
lot of patents, ultimately. 

What is the one change we could make, or the two changes we 
could make, in the patent laws that would protect your type of 
work, give you better access to capital so that you can get more 
predictable funding, and yet, avoid the problems of fraudulent ac- 
tivity or at least make it less vulnerable? 

Ms. King. I can begin by answering that I would suggest reform- 
ing the current problems that we have under the IPR system. 

And, as I mentioned in my testimony, I think that the fact that 
a hedge fund could come out of nowhere and short a company 
stock, knowing that they are about to file an IPR, which then 
drives the company stock down. I think that is criminal, and I 
think that is an abuse that really needs to be corrected. 

One way to correct that is to address the issue of standing be- 
cause that is the case where a hedge fund would have no commer- 
cial standing to bring that case. 

But the basic problem, I think, with the IPR system as it cur- 
rently is, is that it currently sets a lower standard than the district 
court current system sets. And so — and we can see that because 
there is so much abuse that has started now, where people try to 
bring these challenges through that system. 

So, in my view, that would be the critical thing that we would 
need to correct. 

Senator Cardin. Thank you. 

Mr. Bandes. 

Mr. Bandes. So I would say in the — two areas. 

One is, you know, in business there is nothing that will make 
you more nervous, or an investor more nervous, than uncertainty. 
And so having a blind letter that does not really tell you who it 
is and what the actual rights are they are saying you may be in- 
fringing on is an impossible battle. 
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So there should be full disclosure. If you are going to get con- 
tacted and say that there may be a patent issue, they need to be 
forthright in telling you what the issues are so you can address 
them early. 

I would say the second piece is — you know, I read this a little 
bit, and I think it was in one of the acts, and I have read many 
in the past few days — about the concept of loser pays. 

I mean, there really is no risk. You know, if you are a big fund 
and you are going after a small company, you know, part of what 
you are trying to do is just bleed them dry. You know, you do not 
have the resources, and so you can play bully tactics. 

But if there is a chance that if they lose they have to pay up for 
all of the costs involved in that case, then maybe they think a little 
more about it before they just, you know, send a letter and try and 
use bully tactics. 

Senator Cardin. I think that, Ms. King, your suggestion is one 
that could be addressed rather quickly. 

I think the points that you raise, Mr. Bandes, are more com- 
plicated because the judicial system is not always amenable to the 
statutes we pass as to how they enforce. So it is not as easy to deal 
with some of the issues you did. 

Several of you mentioned the patent office itself How effective is 
the patent office? Do you think they have the resources they need 
in order to expedite this process? 

You mentioned something about hundreds of thousands of back- 
logs. 

Mr. Schmidt. 

Mr. Schmidt. Yeah, 600,000 is the backlog. 

And you should be very thankful for your 2.3 years because most 
of ours are 6 years and over; we have got some that are 8 years 
now, that are pending. So this means things do not get commer- 
cialized as timely as they could. It is an extreme problem. 

So, right now, we have $1.7 billion that has been diverted from 
the patent office that could be paid for, you know, better exam- 
iners, more qualified examiners, and more time for an examiner 
versus roughly a week to be able to — or, pardon me, a day to be 
able to look at a patent and examine it and be able to rule on it, 
which means almost everything gets rejected the first time 
through. 

So you submit an application, and if it is not rejected you are 
just shocked. 

So, you know, this is all because of this huge diversion, what I 
call the invention tax on inventors that, you know. Congress and 
the system extracts from us and then uses the money for some- 
thing else. 

So just letting the patent office keep their own money would be 
a huge benefit to be able to plough back into the system. 

Senator Cardin. Thank you. 

Thank you, Mr. Chairman. 

Chairman ViTTER. Okay. Next, we have Senator Peters. 

Senator Peters. Thank you, Mr. Chairman, and thank you to 
our panelists here today. 

Certainly, a very important topic. There is not anything more im- 
portant for the productivity of this country than to have innovation 
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that is the driver of economic well-being for everybody, middle-class 
families, and everybody in this country, and you are a big part of 
that. 

And I appreciate this discussion because this debate is going to 
be important for us to move that forward. 

I just want to pick up on some of the comments on the patent 
office and the backlog because I think that is very significant. 

Mr. Bandes, I appreciate your comments. This is not about just 
litigation. We also have to make sure we are moving this through 
the process. 

And I am happy, as the Senator from Michigan and Detroit, we 
actually had the first field office of the U.S. Patent Office in De- 
troit. I want everyone to know that. It was not in Silicon Valley. 
It was not in the Research Triangle of North Carolina. It was in 
Detroit, Michigan, because of the work that we do. 

But it is a significant problem when you have a backlog of 
600,000 cases now, 2.3 years. 

When I was in the House, I actually led a letter to try to deal 
with this tax, which it is; it is an inventor’s tax. 

When we had the sequestration, the sequestration actually tun- 
neled money away — these across-the-board cuts that then took the 
seed corn, which is the patents, away from it. 

So I would just like a yes or no from each of the panelists. Do 
we need to have — the Congress has to put in law that we do not 
need additional congressional action. 

This is a user fee. All of these resources need to be applied to 
the patent office. That is probably one of the top priorities as we 
are dealing with this issue. Would all of you agree this would have 
a significant impact on our ability to be a leader in patents? 

We will start with Mr. Winwood, just yes or no or a brief com- 
ment. 

Mr. Winwood. Yes, I would agree with you it is a big problem. 

Mr. Schmidt. Yes, we are supportive of that. 

Ms. King. Yes, I would agree. 

Mr. Bandes. No question. 

Senator Peters. I have never found anybody against it. 

[Laughter.] 

So this just approves that. 

So, Congress, we need to act on this, and I think this has got to 
be at the top of our priorities. 

Next, what I want to do is go to the litigation aspect and to Mr. 
Winwood. 

Since the House passed the Innovation Act, the judiciary has 
made some progress towards patent litigation, and I think some of 
you have referred to that, particularly on fee-shifting, where the 
Supreme Court decisions have led to fees being awarded in more 
cases than prior to those decisions. 

However, Judge Gilstrap, who had about 20 percent of all patent 
cases last year filed in front of him, said in a recent Law360 article 
that Highmark and Octane does not really change much. 

He said, “I really do not see it changing what we would have de- 
termined was appropriate for the award of fees even before the 
case came out.” 
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He also said, “I do not think it changed the internal dynamics 
of what judges like me or my colleagues would he convinced is ex- 
ceptional hut made it clear we have the option at our disposal.” 

So you, Mr. Winwood, have articulated a concern with the pro- 
posed fee-shifting position. 

And I am concerned that the decision, the Octane Fitness deci- 
sion, may not have provided sufficient guidance for some of patent 
litigation. 

So, if you could talk mayhe specifically about language in the bill 
that you particularly find problematic, if that is possible. 

And, what if the potential fee-shifting role was not presumptive 
but, rather, we just provided the court with some additional guid- 
ance on how to deal with fee-shifting? Is that something you think 
may make some sense? 

Mr. Winwood. First of all, thank you for the question. 

Yeah, I am not an attorney. So I am not going to give the speci- 
ficity that you may be looking for in that particular language. 

But I do believe that we want to make sure that this is a discre- 
tionary and appropriate shifting rather than presumptive, which I 
think would really tend to persuade most universities and startup 
companies that they cannot engage in these activities. 

And this is our main fear, that if this is sort of a mandatory as- 
pect of any engagement, then our boards of trustees and super- 
visors will simply say we do not have that capacity. 

So I think the language, as I understand it, is a little beyond 
what we would be comfortable with in the higher ed associations 
community, and we prefer to defer to what the judges have set out 
as discretionary decisions to levy costs as they see appropriate in 
justified cases. 

Senator Peters. Well, if the judge, as I mentioned, who I quoted, 
reviews 20 percent of all patent litigation cases, does not believe 
that the Supreme Court has made a substantial change, do you 
agree that there might still be some work that should be done by 
Congress in that area? 

Mr. Winwood. It is quite possible that there is work to clarify 
how this should be implemented. 

Senator Peters. Very good. Thank you. 

Thank you, Mr. Chairman. 

Chairman ViTTER. Okay. Next, we have Senator Shaheen. 

Senator Shaheen. Thank you, Mr. Chairman. 

Thank you all for being here today. 

You know, when we passed the America Invents Act in 2011, one 
of the selling points was that that was supposed to expedite the 
patent process. Have we seen any improvements as the result of 
that legislation in the backlog of patents? 

I am up for anybody who would like to address that. 

Mr. Bandes. The data would say we may be moving in the right 
direction, but it is, you know, a slow-turning barge. I think it is — 
the backlog has been running around the same level, in the 
600,000 range, for the last 3 or 4 years. 

There is a goal, I think by 2019, to go from 2.3 years to 2 years 
or 23 months. 
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But I think if you pass an act but do not give the resources to 
deliver on the changes that that act is trying to enable, you are 
tying their hands. 

So, you know, back to the innovation tax that we are talking 
about here, you know, we are all paying fees into it. And, ulti- 
mately, why that should not be reinvested in PTO to bring on more 
resources and more examiners does — you are not going to fix it if 
you keep taking the resources away. 

In fact, you should be doing the opposite. You should be trying 
to find ways to put in more resource because you actually see a sig- 
nificant economic return on those investments. 

Senator Shaheen. Anyone else want to respond to that? 

I mean, I certainly agree with that and agree with the point that 
Senator Peters was making, that the resources are there; we need 
to use them for innovation and to keep the patent system moving. 

One of the challenges — as someone who is not an attorney, who 
is dealing with a very technical issue, one of the challenges I 
have — coming from a small state where we have a number of large 
businesses, technology businesses represented, but we also have a 
lot of innovation in our small businesses — is balancing what the 
larger firms say they would like to see with respect to patent re- 
form versus what the small businesses say with respect to patent 
reform, and they are not on the same page. 

So I do not know if — and certainly, the university, or main re- 
search university, is also not on the same page. 

So I do not know, Mr. Winwood, if you have any — as someone 
who represents an academic perspective, a research perspective, 
who I think may generally be viewed as having less of an ax to 
grind on this issue, if you have a view about how we balance those 
interests. 

Mr. Winwood. I think it really is — and thank you for asking me 
that. 

I think it is really important to balance those issues; I think be- 
tween the divide, whether it is between large companies and small 
companies. It may actually be between different industries as much 
as it is between size of company. 

You have heard a little bit about the length of time it takes to 
get a patent issued. 

Senator Shaheen. Right. 

Mr. Winwood. And I think while the hundreds of thousands of 
backlog cases is certainly serious, it varies between art groups 
within the office. 

I think. Bob, you recognize that within different groups you 
might wait six or eight years to get a patent issued; others may be 
much faster than that. So there is a massive imbalance. 

And when you then look at — I think Mr. Bandes referenced tak- 
ing 6 to 12 months to do a proof of concept study. 

Well, I think if Rachel could do a proof of concept study in 6 to 
12 months she would be a very happy person. 

The two sides of the industry coin are very different. So I think 
that is probably one of the areas that really leads to some of these 
perceived frictions. 
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What I wrote down earlier in the testimony here was we are in 
raging agreement about almost everything except for how to imple- 
ment it because I think we all are opposed to patent 

Senator Shaheen. Sounds like Congress. 

[Laughter.] 

Mr. WiNWOOD. Yeah. I will let you say that and not me. 

But we are in agreement that abusive behavior is bad. 

And I think whether you are a large or small company, abusive 
behavior is inappropriate, is wrong, and should be stymied and cor- 
rected, if necessary by congressional action. 

But do not make that action an impediment to those of us who 
are trying to push our technologies from the very, very funda- 
mental and basic research level out to companies such as the ones 
represented here along the panel with me. 

That is the key thing to do — balance and target. 

Senator Shaheen. Yes, I think addressing abuse is the critical 
issue, and I acknowledge the difficulty in balancing these concerns. 

And I think we — you know, we live through this too when we try 
to make our own points. We all need a strong system. 

And I think what happens often — ^you know, you pass a law, and 
then we see the unintended consequences. So if you could go after 
the abuses, I think we could all benefit. 

And, thank you. 

I am almost out of time, but I just wondered; in 2014, the Patent 
and Trademark Office launched an online tool kit to help con- 
sumers and mainstream retailers deal with patent trolls. Is any- 
body familiar with this effort? 

Have you heard of anybody using it? 

Do you think it would be helpful? No? 

Mr. Molino. 

Mr. Molino. So I am aware of it, and I think it is a helpful tool 
because one of the biggest things that patent abusers do is focus 
on those that are not educated about the system and take advan- 
tage of that. So any education that we are doing for smaller busi- 
nesses, retailers that do not usually involve themselves in the pat- 
ent system I think is a very positive thing. 

Some of our members have used it, our smaller members, but it 
is a positive thing. 

Senator Shaheen. Mr. Schmidt. 

Mr. Schmidt. Well, one of the things we need to remember is 
this is all about how do you make sure you can try and invalidate 
patents. The entire U.S. PTO system there is to say, you know, we 
want to keep people and defend them from patents that we are 
issuing. 

There is nothing there that says we want strong patents and we 
want to enforce it. There is no balancing. There is no balancing in 
any part of H.R. 9 to be able to say we would like strong patents. 

It is all about how do we take away the rights of patent owners, 
how do we eliminate these, you know, smaller patents. And this is 
just very bad for small inventors. 

The whole thing with the fee-shifting, it is like I do not think 
anybody understands. 

When a big company says, oh, you have got to pay $5 million to 
that thing, well, you know, let’s take it out of the petty cash thing. 
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For me, it is I not only lose my company. They then take my 
house. When they take my house, they take my spouse, and my 
children go with it. I am betting my entire life on a patent. 

And this is just, oh, it is fee-shifting. You should he able to do 
this. 

Well, I am submitting myself to, you know, the problems of the 
court who may go any way. So I cannot enforce my own patent. 

So Congress is telling me, Schmidt, you are too poor to invent. 
Stop inventing. Stop inventing. 

Senator Shaheen. But you are speaking to the House bill. You 
are not speaking to the effort to educate. 

Mr. Schmidt. Yes, that is absolutely correct. 

And since we have two-thirds of the Coons-Hirono bill, I would 
like to thank you both for your support of that because you obvi- 
ously have seen the light. Thank you. 

Senator Shaheen. Thanks very much. 

Thank you, Mr. Chairman. 

Chairman ViTTER. Great. Next is Senator Hirono. 

Senator Hirono. Thank you, Mr. Chairman, for holding this 
hearing. 

And as long as I believe that two out of the five panel people 
have read the STRONG bill, I would like to know whether the 
other panelists have also read the STRONG bill. 

Okay. Good. Then I would like to ask what your view is about 
the STRONG bill because as one of the supporters of the STRONG 
bill we obviously are against patent trolls, but we would like to 
present a balanced approach to how we are going to make those 
changes. 

So I would like to ask each of the witnesses, very briefly, if you 
think that the approach represented by the STRONG bill is a good 
approach. 

Go ahead. We will just start from Mr. Winwood. 

Mr. Winwood. Yes. Thank you. Senator. 

Yes, the higher education associations, in general, have written 
and supported very strongly the legislation that was introduced by 
yourself. Senators Coons and Durbin recently. 

We do support this targeted, balanced approach. We think it 
really hits the right way for doing this, to let the FTC take care 
of these issues rather than burden or really mangle the patent sys- 
tem, which we believe is really the great strength of the U.S. econ- 
omy and innovation system. So we are very supportive of it. 

Mr. Schmidt. Again, thank you very much. 

The Small Business Technology Council, the 5,000 firms that 
participate in the SBIR program, we can take your bill just as it 
is. It is much better than any other alternative we have seen in the 
past. 

However, there are some other things that, you know, since we 
are doing legislation, that I would love to see — is the return of the 
one-year grace period. This is a disaster for America’s budding sci- 
entists and engineers. 

Out of — a group of 150 patent attorneys were asked, can you ex- 
plain whether you have a grace period or not? No one would raise 
their hand to be able to respond to that issue. It is so unclear as 
to whether we have a grace period in America. 
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And the only person that would dare to answer said, yes, I tell 
all my clients there is no grace period. 

So that is gone in America. 

And I have had 5 different people come up to me that had gone 
to inventors fairs or science fairs dealing with 15- and 17-year-olds, 
and they are telling them: Why are you here? You should not be 
presenting your material. Stop talking about this. 

And so this is squashing innovation. So that is number one. 

Number two, patentable subject matter. Since the Supreme 
Court cannot decide what is patentable subject matter, somebody 
needs to be able to help them. So that is a Section 101, which is — 
the first one with the grace period was 102. This is Section 101. 

The third thing is greater elasticity for punitive behavior. 

So since the Supreme Court cannot tell me whether my patent 
is valid or not, or has trouble with it — obviously, they do at the 
end, but there is great concern — how am I supposed to know as a 
little inventor of whether this is patentable or not? 

And all of a sudden I fall into this trap. I have sued somebody, 
and now I get my patent invalidated. I did it in good faith. I 
thought I was on right standing. And all of a sudden, you know, 
I go through my lose my house, spouse, children routine. And you 
know, that is a problem. 

And so I am looking for a get-out-of-jail card for honest people. 
So that is the third thing. 

And then, finally, there should be a balance between plaintiffs 
and defendants because the whole way these other bills are all 
done it is all on the — you know, it all protects the infringer rather 
than the patent enforcer. And so I am looking for a balance there. 

Thank you. 

But other than that, we can take everything the way it is. 

Senator Hirono. Mr. Molino, we are running out of time. So if 
we can 

Mr. Molino. We are unable to support it right now. 

We think that the AIA has just been implemented basically 
about two years ago. We are seeing some issues pop up, but I think 
it is too early to tell if those are going to be systematic problems 
that require Congress to act. 

Senator Hirono. But aren’t you supporting the Innovation Act? 

Mr. Molino. We do support the Innovation Act. 

Senator Hirono. Which is very broad. It is much broader than 
what we are proposing in the STRONG Act. So I am a little bit 
confused about your position. 

Mr. Molino. The Innovation Act addresses abuses that occur in 
the litigation system that have been going on for over a decade, to 
which there has been a ton of study showing that these abuses 
happen. There have been years and years of academic, congres- 
sional research on this. 

Whereas, the Innovation Act — and the alleged abuses that are 
beginning to pop up, I think it is a little too early to tell whether 
those are actually going to continue and deserve congressional ac- 
tion. 

Senator Hirono. I am sorry. Did you say you are not supporting 
the Innovation Act or you are? 

Mr. Molino. No. We do support the Innovation Act, yes. 
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Senator Hirono. Okay. I guess there are differences of opinion 
on that. 

Ms. King. 

Ms. King. Yeah, I respectfully disagree. 

I think that these are not alleged abuses. These are clearly 
abuses. And I think that the way that you have addressed them 
is really right on point. 

Three things: Setting the same standard for what is happening 
in IPRs and what happens in district court, allowing greater flexi- 
bility in amending claims, and addressing this issue of standing. I 
think those are three critical issues. 

We have seen the abuses, and I really appreciate what you are 
doing with this bill to address them. 

Senator Hirono. Mr. Chairman, if I can ask the last panel per- 
son to respond briefly. 

Chairman ViTTER. Sure. 

Mr. Bandes. Yeah. So, far from an expert, but from what we 
have seen, we are also in favor of the STRONG Act. 

I think having the FTC involved is great, but I would go back 
to a similar theme around the PTO. Make sure you give them 
enough resources because if you give them the enforcement but not 
the capability to actually help with this problem my question would 
be how quickly will they be able to resolve issues. So, if you are 
going to ask them to do it, make sure you give them the resources 
they need to go do it. 

Senator Hirono. All right. Thank you, Mr. Chairman. 

Chairman ViTTER. Great. Thank you. 

Senator Coons is next. 

Senator Coons. Thank you, Mr. Chairman. 

And thank you. Senator Hirono, for your great partnership in 
this work, and Ranking Member Cardin. 

I want to say that it is, for me, exciting to hear this being consid- 
ered in the Small Business Committee as well as on the Judiciary 
Committee on which I serve. 

As someone who was in-house counsel for eight years to a highly 
inventive company that had thousands of engineers but that began 
literally in a basement by a sole inventor, I had the experience and 
the excitement of working with a company that was constantly gen- 
erating ideas and filing patents and relied on that patent protec- 
tion to grow from a new small startup to, ultimately, a more sus- 
tained and successful company. 

So I am pleased we have had a chance today, Mr. Chairman, to 
hear from this impressive group of witnesses, all of whom have tes- 
tified to the enormous importance of a strong and predictable pat- 
ent system, a system of patent rights that is at the basis of our na- 
tion’s innovative ecosystem. 

This property right, rooted in our Constitution, is one I think we 
should be very careful about how we revise, or amend, and how we 
change the system of litigation. 

Now there has been a lot of talk — there has been not just talk 
but legislation in the last Congress — about how we need to dimin- 
ish the rights of patent owners for the benefit of small businesses, 
but today’s hearing has done no less than turn that argument, in 
many ways, on its head. 
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And what we have heard today is that strong predictable patent 
rights, the ability of a patent owner to enforce that patent against 
infringement, is central to the ability of small businesses in tech- 
nology, biomedical, and material sciences to survive by attracting 
and sustaining investment. 

So, to address these abuses. Senator Hirono and I, along with 
Senator Durbin, have introduced the STRONG Patents Act, as has 
been discussed, which streamlines and strengthens pleading, em- 
powers the FTC to go after the real patent trolls, those who really 
have no basis in law or fact for their suits, tackle some of the re- 
cent and notable abuses of the post-grant review system at PTO. 

When a hedge fund can erase $100 million or more of investor 
capital simply by filing a PGR, solely for the purpose of shorting 
the stock, I think it is time for us to look seriously at acting. 

And it ends fee diversion to fully fund the Patent and Trademark 
Office and improve patent quality, something I think everyone can 
support. 

So I look forward to listening and working with my colleagues to 
enact meaningful, targeted reforms that respect the diversity of the 
innovative ecosystem. 

And, if I might, Mr. Chair, I would like to submit for the record 
letters that support either explicitly the STRONG Patents Act or 
its approach from the National Venture Capital Association, the 
National Small Business Association, the Biotech Industry Associa- 
tion, the Association of American Universities, the Association of 
Public and Land-Grant Universities, the Medical Device Manufac- 
turers, the Pharmaceutical Research Manufacturers, the Innova- 
tion Alliance, and the lEE-USA. 

Chairman ViTTER. Without objection, so ordered. 

[The information follows:] 
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AMERICAN HOTEL & LODGING ASSOCIATION 


Statement for the Record 

Submitted by the American Hotel & Lodging Association 

to the 

United States Senate Committee on Small Business & Entrepreneurship 
for a hearing entitled: 

“Patent Reform: Protecting Innovation and Entrepreneurship” 

March 19, 2015 


1250 I STREET NW, SUITE 1100 \ WASHINGTON DC 20005 \ 202 289 3100 \ WWW.AHLA.COM 
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AHL^ 

AMERICAN HOTEL S LODGING ASSOCIATION 


The American Hotel & Lodging Association, representing all segments of the U.S. hotel 
industry, which encompasses thousands of small businesses, commends the Small Business & 
Entrepreneurship Committee for examining the issue of patent trolls. Further, we applaud the 
work currently under way by Senators on both sides of the aisle to craft strong and effective 
legislation which will limit the ability of patent trolls to extort money from our hotels, and we 
hope that this hearing will further lay the groundwork for such legislation. 

We are a founding member of the United for Patent Reform coalition which includes 
companies and trade associations from across the economic spectrum, including home builders, 
realtors, convenience stores, restaurants, and retails shops, as well as innovative technology 
companies like Google, Facebook, Samsung, and Cisco. Members of our coalition include some 
of the largest patent holders in the country, clearly demonstrating that the reforms we seek will 
not decrease the value of patents or limit their enforceability. 

However, when a patent troll, with no interest in pursuing any productive use of a patent 
it holds, can continuously profit from sending exceedingly vague or deceptive demand letters to 
small business franchisees who own one or two hotels, and have no in-house legal staff, 
something is wrong with our patent litigation system. In order to adequately address the problem, 
we need a multi-pronged approach to patent litigation reform which: 

• Requires that patent demand letters accurately include certain basic information; 

• Ensures that claims between a patent owner and a manufacturer proceed before 
claims between the patent owner and the manufacturer’s end users, like hotels; 

• Creates a stronger presumptive fee-shifting rubric and a mechanism to ensure court 
ordered fee-shifting is enforceable; 

• Requires trolls to pay for the discovery they request beyond core documents; 

• Makes patent litigation more efficient so that weak cases can be dismissed before 
expensive discovery; 

• Requires plaintiffs to explain in detail the basis for the alleged infiingement when 
they file complaints; and 

• Maintains and improves administrative alternatives to litigation. 

We look forward to working with all Senators to pass forceful legislation that includes 
the above-mentioned provisions. Only then will hotel owners, operators and investors be able to 
stop wasting time and money on defending their businesses from patent trolls, and turn their full 
focus toward enhancing the guest experience, building new hotels and creating jobs in their 
communities. 


1250 I STREET NW, SUITE 1100 \ WASHINGTON DC 20005 \ 202 289 3100 \ WWW.AHIA.COM 
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statement of the Application Developers Alliance on Patent Reform 

U.S. Senate Committee on Small Business & Entrepreneurship on Patent Reform: Protecting Innovation 

and Entrepreneurship 

March 19, 2015 

The Application Developers Alliance (the “Alliance”) urges the Small Business Committee to champion 
the cause of small businesses across the United States and support robust patent abuse reform legislation. 
This Committee should play an important role in helping the Senate swiftly enact comprehensive patent 
reform legislation that will provide real alternatives to litigation, address the imbalance in litigation 
burdens, and ensure transparency and specificity in demand letters and judicial complaints. Specifically, 
strong patent reform legislation should: 

• Increase transparency by requiring patent trolls to specify in demand letters which patent and 
what claims are infiinged, specify how the product or technology infnnges, and identify all 
persons or entities that own significant interests in the patentfs), including those that substantially 
influence licensing and litigation decisions. 

• Limit the scope of expensive litigation discovery. 

• Expand U.S. Patent and Trademark Office (“PTO”) post-grant review process. 

• Create a customer stay, protecting individuals and small businesses from being sued for 
infringements. 

The Application Developers Alliance was founded in January 2012 to support app developers as 
entrepreneurs, innovators and creators. The Alliance membership includes more than 200 companies and 
36,000 individual developers nationwide. The overwhelming majority of our corporate membership is 
made up of small startups that are innovating, growing our economy, and playing by the patent rules. 
Unfortunately, many of these same companies are also the victims of bad actors who are exploiting 
loopholes in our broken and outdated patent system to prey on our nation’s jobs engines. Small businesses 
around the country are facing a constant - and growing - threat from non-practicing entities (“NPEs”), or 
patent trolls, who are not innovators, job creators, or engines of growth, but rather shell companies that 
seek to extort legitimate businesses to turn a profit. Since our inception, the Alliance has been a vocal 
proponent of comprehensive patent reform to combat patent trolls. We believe that Congress should level 
the playing field to force patent trolls to consider carefully whether it is worth their time to threaten small 
businesses or engage in frivolous litigation. 

As the Senate moves forward in addressing patent reform, any legislation must provide for meaningful 
demand letter reform. Nearly one-third of our nation’s startups report receiving a demand letter. 
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Frivolous demands cost American companies as much as $29 billion annually.' This is money that is not 
spent on innovation or growing our economy. Legislation should meaningfully deter demand letter abuse 
and reduce the growing financial burden on small businesses. In particular, the Alliance supports 
requiring demand letters to identify (1) the allegedly infringed patent, (2) the allegedly infringing 
functionality in the defendant’s products or services, and (3) all parties that have financial interests in the 
patent. Demand letter provisions should also clarify existing Federal Trade Commission authority to act 
against senders of demand letters that do not meet the specificity requirements or that are otherwise 
intentionally misleading. Finally, legislation should require that all demand letters be posted on a 
publicly accessible and searchable website, so that victims of demand letter abuse can identify one 
another and work together to efficiently fight back. 

Strong patent reform legislation should also modify discovery rules, by limiting free discovery to core 
technology documents that prove whether a patent is valid and infringed. Reducing unlimited free 
discovery will rob trolls of an important weapon - the crashing cost of one-side discovery - while still 
providing all materials necessary to prove the necessary predicates of whether a patent is valid and 
infringed. 

The explosion in abusive patent litigation based on poor-quality software and business method patents 
justifies faster, less expensive post-grant review processes at the U.S. PTO. Reform opponents claim that 
patent litigation decreased in 2014 due to recent Supreme Court decisions. However, these claims are 
misleading, as patent litigation by non-practicing entities (NPEs) actually increased in January^ and 
February’ 2015 when compared to 2014. Litigation by NPEs also continues to grow as a percentage of 
overall patent litigation. According to a study by Unified Patents, 61 percent of all 2014 patent cases 
were initiated by NPEs. Moreover, small and medium-size companies were targeted in 24 percent of all 
2014 NPE cases." PTO steps to improve patent quality, including initiatives to crowdsource prior art, are 
helpful forward-looking actions. But enhancing post-grant review options is the only way to assist 
startups victimized by previously never-should-have-been-issued patents that are now in the hands of 
trolls. 


' Robin Feldman, Patent Demands & Startup Companies; The View from the Venture Capital Community, 
" UnifiedPatents. (2015), January 2015 Patent Dispute Report. Los Altos: UnifiedPatents. Available 
at http://unificdDatenls.com/ianuarv-201S-patenl-disDute-report-static/ . 

’ UnifiedPatents. (2015), February 2015 Patent Dispute Report. Los Altos: UnifiedPatents. Ava/faife 
at http://uniriedDatents.com/februarv-2015-patent-disDute-report/ . 

" UnifiedPatents. (2014). 2014 Patent Litigation Report. Los Altos: UnifiedPatents. Avai/aii/e 
at http://unifiedDatents.com/unified-patcnls-2014-litigation-reDorf/ . 
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Finally, strong patent legislation must protect end user customers that have no input into the planning, 
production or development of a product. End user liability means thousands of small app developers are 
not winning business in their communities because potential clients are forced by liability fears to 
contract instead with large deep-pocketed agencies that can indemnify against multi-million dollar patent 
infringement risk. End users protected by reform legislation should include app developers (e.g., of API 
code provided by platforms to ensure smooth integration of the app and the platfoim) and developers’ 
customers (e.g., businesses that contract with app developers). The Small Business Committee should 
ensure that America’s small businesses can become more efficient and profitable by having the freedom 
to purchase or license technologies without fear that they will be exposed to expensive infringement 
liability or abusive patent trolls. 

As the Senate moves forward in crafting strong patent reform legislation, the Small Business Committee 
should tackle dishonest practices of patent trolls that exploit the cost of litigation to extort easy 
settlements from small businesses and startups across America. On behalf of America’s innovative app 
developers and many thousands of end user customers, the Alliance urges Congress to swiftly enact 
meaningful patent reform that will protect startups, promote legitimate inventions and true inventors, and 
restore trust in our patent system. 

We appreciate the opportunity to share our thoughts and look forward to working with the Committee on 
this very important issue. 

Respectfully submitted, 

Jon Potter 

President, Application Developers Alliance 
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ASSOCIATION OF AMERICAN UNIVERSITIES 



FOR RELEASE UPON BILL INTRODUCTION CONTACT: Barry Toiv 
March 2, 2015 202-408-7500, 

barrv.toiv@aau.edu 


AAU EXPRESSES SUPPORT FOR STRONG PATENTS ACT OF 2015 

Following is a statement by Hunter Rawlings, President of the Association of American 
Universities, on the introduction of the STRONG Patents Act of 2015 by Sen. Chris Coons (D- 
DE). 


We thank Senator Coons for introducing the STRONG Patents Act of 2015. AAU supports 
this legislation because it targets the abusive practices of patent trolls through judicious, 
carefully calibrated measures that would not make it more difScult and costly for all patent 
holders to enforce their patents and thus dimmish the overall strength of the U.S. patent 
system. Universities’ ability to move their discoveries to the private sector for the benefit of 
the public through technology transfer depends on a strong patent system. It is our hope that 
Congress will take up this legislation in the coming weeks. 

44401 
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The Association of American Universities (AAU) is an association of 60 U.S. and two 
Canadian public and private research universities. It focuses on issues such as funding for 
research, research policy issues, and graduate and undergraduate education. AAU 
member universities are on the leading edge of innovation, scholarship, and solutions that 
contribute to the nation's economy, security, and wellbeing. AAU's 60 U.S. universities 
award nearly one-half of all U.S. doctoral degrees and 55 percent of those in STEM fields. 

Follow AA U on Twitter at (a)AA Universities . 
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For Inunediate Release: Contact: Jeff Lieberson 

March 3, 201 5 202-478-6073 (office) 

202-236-2372 (cell) 

Association of Public and Land-grant Universities’ Statement 
on Introduction of STRONG Patents Act of 2015 

Washington, D.C. - Association of Public and Land-grant Universities (APLU) President 
Peter McPherson today released the following statement regarding the introduction of the 
STRONG Patents Act of 201 5. 

“The STRONG Patents Act of 2015 is a straightforward bill that would effectively crack 
down on the abusive practices of so-called patent trolls without weakening the U.S. patent 
system. Universities rely on a strong patent system to ensure that research discoveries can be 
transitioned to private sector entities, which can scale-up and develop marketable products that 
improve quality of life and fuel the economy. This measure would help ensure the strength of 
this technology transfer process, which significantly contributes to our nation’s leadership in 
science and technology.” 


### 

Representing 238 public research universities, land-grant institutions, state university 
systems, and related organizations, APLU is the nation's oldest higher education association 
with member institutions in all 50 states, the District of Columbia, four U.S. territories, Canada, 
and Mexico. Annually, APLU member campuses enroll 4.8 million undergraduates and 1.3 
million graduate students, award 1.2 million degrees, employ 1.4 million faculty and staff, and 
conduct $41.4 billion in university-based research. 
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BIGTiN SINCE 1896 

January 21, 2015 


The Honorable Ben Cardin 
United States Senate 
509 Hart Senate Office Building 
Washington, DC 20510 

Dear Senator Cardin: 

As the 114* Congress begins its work, we want to take this opportunity to pledge our interest in working with you 
on a number of issu^ that are important to our institutions. 

As presidents and chancellors of the Big Ten universities, one of the issues of importance is the recent effort to 
rewrite patent litigation law. We urge Congress to take a cautious approach in this endeavor. While we support 
the goal of targeting abuse of the patent system and especially abusive patent litigation, we respectfully ask Aat 
you preserve tiie ability of small businesses and universities to license and enforce their patent rights. 

One of the major ways research universities like ours help serve the nation is by transferring the patentable 
inventions developed in university-owned research labs to the private sector for development into new 
technologies to benefit all Americans, whose tax dollars frequently paid for much of that research. This process 
has brought about hundreds of billions of dollars in economic activity and over three million jobs in the past thirty 
years nationwide. Having a strong defensible patent is crucial to ensuring that those who want to commercialize 
the discoveries emerging from university research can access the investment dollars they need to move their 
discovert^ into the marketplace. 

Last session, the House of Representatives passed HR 3309, the Innovation Act. That legislation - had it become 
law - would have made using the courts to enforce any patent much more difficult. The provisions, especially 
those involving “loser pays” (automatically awarding attorney fees to a prevailing party) and “joinder,” (requiring 
joinder of any party with a financial interest in the litigation, such as a university inventor) as written, would have 
the effect of making patent licensing negotiations more complex and likely discourage at least some of our 
members from licensing their inventions at all. In addition, these provisions would make litigation so potentially 
risky that few legitimate patent holders without deep pockets would dare risk doing so. 

While legislation in the Senate Judiciary Committee ultimately was set aside, we understand that legislation 
similar to HR 3309 may be forthcoming early in the new Congress. Unless patent holders are able to defend and 
assert tiieir patents, the value of the patent tystem is eroded and fewer businesses will be willing to license and 
develop these patents into the new products, new drugs and medical devices that will improve the quality of life 
and increase economic growth for our nation. 

We agree that those who abuse the patent litigation system should not be rewarded, and we support n^ow 
legislation that targets those individuals. What Congress must nm do is turn that effort into making legitimate 
patent holders - such as universities and our commercial partners - unable to license and defend their patents. We 
ui^e you to support us on ttiis issue and oppose legislation that hampers innovation. 
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Thank you for your attention to our views. We will continue to hi^light our concerns as this process moves 
forward. 

Sincerely, 



Phyllis M. Wise 
Chancellor 

University of Illinois at Urbana- 
Champaign 




Mark Schlissel 
President 

University of Michigan 



Michael A. McRobbie 

President 

Indiana University 

Sally Mason 
President 

Univereity of Iowa 



Walla D. Loh 
President 

University of Maryland 




Eric W. Kaler 
President 

University of Minnesota 



Harvey Perlman 
Chancellor 

University of Nebraska-Lincoln 



Morton O. Schapiro 
President 

Norttiwestem University 


Lou Anna K. Simon 
President 

Michigan State University 



Michael V. Drake 
President 

The Ohio State University 



Eric J. Barron 
President 

Pennsylvania State University 


Mitchell E. Daniels Jr. 

President 

Purdue University 



Robert L. Barchi 
President 

Rutgers University 



Rebecca M. Blank 
Chancellor 

University of Wisconsin — ^Madison 
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Organization 


News Release 


1201 Maryland Avenue, SW • Ste. 900 • Washington, D.C. • 20024 • 202-962-9200 
Web: www.bio.org Blog: www.biQtech-now.ore Twitter: @IAmBiotech 


For Immediate Release 


Contact: George Goodno 
202-962-6660 


BIO Statement of Support for the Introduction of the STRONG Patents Act of 2015 


Washington, D.C. (March 3, 201 5) -The following statement on the introduction of the 
STRONG Patents Act of 2015 by Senator Chris Coons (D-DE) may be attributed to BIO 
President and CEO Jim Greenwood: 

“BIO supports balanced reforms to reduce abusive patent practices, while maintaining the strong 
incentives necessary to sustain our nation’s global leadership in biotechnology innovation and 
the creation of high-wage, high-value jobs throughout our country. The STRONG Patents Act of 
201 5 achieves this critical balance. 

“I commend Senators Coons, Durbin and Hirono for their leadership in introducing legislation 
that cracks down on false or deceptive patent demand letters, re-balances post-grant proceedings 
to ensure fairness for both patent owners and challengers, eliminates diversion of PTO user fees 
and protects the rights of American entrepreneurial businesses. 

“Strong patents are the lifeblood of the biotechnology industry. They are critical in ensuring a 
steady stream of capital to biotechnology companies developing imiovative medicines, 
alternative energy sources and insect- and drought-resistant crops. And they are essential to the 
technology transfer process that leads from inventions in the lab to products on the shelves. 

“The majority of biotechnology companies are small companies that have no products on the 
market, and thus their research and development activities are funded through massive amounts 
of private sector investment over many years, sometimes even decades. Without strong, 
predictable and enforceable protections for patented inventions, investors will shy away from 
investing in biotech innovation, degrading the ability to provide solutions to the most pressing 
medical, agricultural, industrial and environmental challenges facing our nation and the world, 

“BIO supports the STRONG Patents Act of 2015 and will continue to advocate for passage of 
legislation to curb abusive patent practices, while not undermining the ability of patent owners to 
defend their inventions and businesses against infringement.” 
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statement 

of 

Julie Samuels 
Executive Director, Engine 
Before the 

Senate Small Business and Entrepreneurship Committee 


Chairman Vitter, Ranking Member Cardin, and members of the Senate Smaii Business and 
Entrepreneurship Committee; 

Engine is thankful for the Committee holding his hearing on patent reform. Engine is a 
non-profit advocacy and research organization with a network of small companies, pioneers, 
innovators, investors, and technologists. The small companies we work with are 
fundamentally altering and challenging entrenched business models, ideas, and institutions 
across all industries. These are the businesses that drive our economic prosperity, create 
jobs, and improve our lives. They are also the companies that are harmed the most by patent 
trolls. It is important that this issue be discussed in this venue, as the Small Business 
Committee plays a vital role in highlighting small business harms. There is a common 
misconception that patent trolls only affect large companies. However, it is quite the opposite: 
55% of paten t troll target s are small businesses . 

Patent trolls are bad actors that threaten these businesses with ambiguous, poor quality 
patent claims and take advantage of asymmetries in the patent litigation system to force 
settlement. Small businesses do not have the resources to properly fight the often meritless 
cases brought by patent trolls. When these businesses receive patent demand letters, they 
must spend at least tens of thousands of dollars to have it evaluated by an attorney and 
decide whether it requires a response, if the demand escalates and the business is sued by 
the troll, they must spend more time and significant money on an attorney who will lay out the 
options: the cost to settle versus the cost to pursue to Judgement. Unfortunately, given the 
exorbitant costs of discovery early in a case and the high uncertainty of patent litigation 
(including whether fees will be received if the defendant prevails), the suggestion is often that 
the business should settle — or else endure years of personal, financial, and operational 
burden in addition to the general challenges of surviving as a small business. And worse. 
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settling leaves the bad patent still valid and the troll funded to continue their pursuit of 
American business casualties. 

It is important to observe here that small business defendants do not currently have access to 
justice in the courts. The odds are stacked against them — patent litigation in its current form is 
not a feir assessment of infringement but rather a tool for intimidation. The resulting hostile 
environment is furthermore an impediment to attracting critical investment to get a business 
going, as noted by the 140 venture capitalists who signed a letter in support of comprehensive 
patent reform. 

For those small entities now trying to take commerce and business into the 21st century — 
online — ^they become targets for the vast amount of vague patents that claim to cover many 
basic features of doing business on the Internet and e-commerce more broadly. These weak 
and ambiguous patents create uncertainty over what is patentable and what has already been 
invented. Not only does this ambiguity block many businesses from growing in new ways out 
of fear that they may be infringing patents, but it also leads to more costly and uncertain 
patent litigation. 

The Innovation Act, introduced in the House Judiciary Committee, is a carefully tailored bill 
that will not only give small and disadvantaged defendants the tools they need to fight 
meritiess claims, but will overall require plaintiffs to bring more legitimate lawsuits. And better 
litigation reduces the burden for everyone: plaintiffs, defendants, and the courts. Effective 
legislation should improve the transparency of demand letters and initial complaints so small 
businesses can understand why they are being sued and properly evaluate the option to 
litigate; protect end users from infringement claims by allowing technology manufacturers to 
step; limit a troll’s ability to drive up the cost of discovery early in the case and extort 
settlements; require judges to consider end-of-case fee-shifting and help limit cases brought 
to those that are reasonable. 

We hope that since the need to address the issue of patent trolls has gained traction in the 
Small Business Committee and other committees, this will encourage the Senate Judiciary 
Committee to move quickly with the drafting and passing of their legislation. There is a real 
urgency for this legislation among small businesses who are currently unable to take on bad 
actors in the patent system. 

We are attaching the letter from venture capitalists aforementioned and our latest white oaner 
with an accompanying executive summary , that further clarifies the breadth of the patent troll 
problem and current state of affairs of the patent ecosystem. 
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Startups Need a Stronger, 
Fairer Patent System 

Patent litigation abuse is a real problem that disproportionately targets and harms startups and small 
businesses. Patent trolls are armed with poor quality patents and a litigation system that is stacked in 
their favor. This enables them to extract nuisance settlements with meritless claims often without 
even setting foot in court. Startups and small companies bear the brunt of this dangerous trend. We 
need a multi-pronged approach to promote innovation and encourage American economic growth. 

Congress 

Trolls thrive because of an uneven litigation playing field that incentivizes and rewards those bad 
actors that bring frivolous claims. Only legislation can change that. Last term, the House 
overwhelmingly passed the Innovation Act and the President has consistently supported robust 
reform; Congress must act urgently this year to pass robust and effective legislation that: 

• increases transparency of patent ownership and infringement allegations so startups can 
understand which patent and what claims are infringed; specifically how the offending product 
or technology infringes; and who is the real owner of the patent(s) at issue. 

• Reasonably limits unnecessary, expensive discovery, which Is often leveraged early in a 
lawsuit to force defendants to settle for a price cheaper than defending an entire case. 

• Enables judges to require bad actors to pay the prevailing party’s attorney fees and other 
costs incurred. 

• Protects end users of technology from infringement claims by allowing technology 
manufacturers to step in and defend the allegations. 

Current proposals would not hinder an inventor from monetizing, asserting or enforcing valid patents, 
rather give startups a fair shot at defending themselves against frivolous suits that extort inventors. 

The Patent Office 

The issuance of poor quality patents is at the very heart of the patent troll problem. The Patent Office 
must enforce the standards for patentability laid out by the Supreme Court before granting a patent. 
The PTO must also better enforce the statute that limits claiming an invention’s function without 
explaining how it Is achieved and demand more clarity in patent applications. 

The Courts 

The Supreme Court issued several key decisions last year that clarify and strengthen the 
requirements for patent eligibility. However, even with these rulings, startups still face increasing 
patent troll threats. Patents last for 20 years, and the Patent Office has been in the business of 
granting approximately 40,000 software patents annually, so at least hundreds of thousands of them 
currently exist. The vast majority of these patents won’t be reevaluated under recent Supreme Court 
cases unless someone actually challenges that patent, either in court or at the Patent Office. In the 
meantime, many remain a threat. While we must ensure that the lower courts faithfully implement the 
recent Supreme Court rulings, that alone will not be enough. 



For more information, see 'Patent Reform in 20 15: Building a Stronger. Fairer Fvetem for All" (2015), 
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Patent litigation abuse is a real problem, and one that disproportionately targets startups and 
small businesses. This so-called troll problem is an acute and growing menace that adversely 
impacts the operations and viability of companies who can afford these threats the least. Since 
startups and small businesses are key drivers of innovation and job growth, troll threats against 
them are particularly stifling of American economic growth and prosperity. Trolls cost the U.S. 
economy at least $29 billion per year.’ 

For instance, one well-known patent troll, MPHJ, sent scores of demand letters to startups and 
small businesses that employed office scanners^. MPHJ alleged that basic tasks like scanning 
and emailing a document violated their patents. Using litigation-proof shell companies, MPHJ 
demanded licensing fees from targets across the country, seeking payments on the order of 
$1 ,000 for each employee. MPHJ is not alone. ArrivalStar continues to wreak havoc, targeting 
all entities that use tracking technology, from retailers like Home Depot to municipal transit 
systems like Port Authority of New York and New Jersey.’ And DietGoal LLC filed lawsuits non- 
stop against anyone offering an online meal planning widget or recipe database.’ 

Trolls exploit poor quality patents and a litigation system that is stacked in their favor to extract 
pre-litigation nuisance settlements from vulnerable startups, typically with baseless claims. They 
hide behind shell companies in order to exploit uncertainty about patent ownership and 
ambiguity about what their patents purport to cover. Without any due diligence, they routinely 
send demand letters alleging infringement to multiple parties, on a wholesale and 
indiscriminate basis, demanding settlement payments from their innocent prey. The troll abuse 
problem is exacerbated by the fact that trolls amass and deploy poor quality patents — vague, 
abstract, or overly broad patents that fail to meet the law's requirements —that were 
erroneously issued in the first place. 

This chokehold on innovation requires a multi-pronged set of remedies; the courts, the Patent 
and Trademark Office (PTO), and Congress each must play an essential role. The Supreme 
Court has taken significant steps on the judicial front, issuing several key decisions that clarify 
and strengthen patent quality, particularly the requirements for patent eligibility, /f rigorously 


’ Bessen, James and Michael Meurer. "The Direct Costs from NPE Disputes." 28 June 2012. Come// Law Review, 
Vol. 99, 2014, forthcoming. Boston Univ. School of Law, Law and Economics Research Paper No. 12-34: p. 2. 
http5://www,bu.edu/lavr/facult v/ scholarship/workinQpaper5/documents/BessenJ MeurerMQ62512rev062812.pdf . 

Mullin, Joe. "fvleet the nice-guy lawyers who want $1,000 per per worker for using scanners," Ars Technica, 7 April 
2013. http://ar5technica.CQm/tech-pQlicv/201 3/04/meet-tHe-nice-auv-iawver5-who-want-1 OOP-per-worker-for-using - 
scanners/ . 

’Mullin, Joe. "A new target for tech patent trolls: cash-strapped American cities." Ars Technica, 15 March 2012. 
httBt//H.sMdinLca-corn/ tech-pQlicv/201 2/03/a-new-low-for-patent-trQ!ls-tarqetina-ca5h-5tr3pped-cities/ . See also. 
Letter from Rep. Daniel Lipinski (D-IL) to FTC Chairwoman Edith Ramirez, 25 June 2013. 

http5://www.eff.ora/fijes/tiDin5ki Itr ftc.pdf . 

Masnick, Mike. "Patent Holder Sues Basically Anyone Who Offers Recipes Or 'Meal Planning' Online." TechDirt, 15 
June 2012. httpsy/w^ww.tec hdirt.com/articles/201 2061 5/031 22319332/p8tent-holder-5iies-basicaliv-anvone-who- 
Qffers-recipes-meal-planning-oniine.shtml . 
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implemented by the PTO and by other courts, these decisions should have the effect of 
improving the quality of prospective patents. However, the decisions will have little impact on 
the many already-issued patents in trolls' arsenals. 

It's important to note that patent quality is but one side of the troll equation. T rolls thrive 
because of a grossly uneven patent litigation playing field that incentivizes and rewards 
frivolous claims. Only legislation can change that. We need a robust reform bill that contains all 
of the core elements in the House's 2013 Innovation Act, reintroduced in 201 5 as HR9, giving 
startups, small businesses, and even individuals an equal chance to have their day in court 
when faced with a troll threat. Unless these reforms are enacted, patent trolls will force startups 
to drain critical energy and resources away from the business of innovating and creating jobs. 


I. THE IMPACT OF TROLL ABUSE ON STARTUPS AND INNOVATION 

Startups and small businesses develop breakthrough technologies that fuel innovation and 
drive economic grovrth and job creation. In fact, research shows that startups are responsible 
for all net new job growth in the United States.® So trolls' crushing impact on startups 
reverberates throughout the ecosystem, impeding innovation and hurting the U.S. economy at 
large. 

Research also shows that startups bear the brunt of troll abuse* and the impact of troll threats 
on startups is disproportionately severe: 82 percent of troll activity targets small and medium- 
sized businesses, and 55 percent of troll suits are filed against startups with revenues of less 
than $10 million.’ Generally lacking in resources to decipher vague and often bogus demand 
letters, startups are vulnerable to extortion. They cannot afford to jeopardize their business to 
fight back. 

Trolls' impact on startup operations is acute: a very high percentage of startups who received a 
demand letter reported "significant operational impact" in the form of deferred hiring, change 
in strategy, cost-cutting, reductions in personnel, decreased valuation or total shut-down.® This 
adverse impact has ripple effects throughout the innovation ecosystem. 


^ Hathaway, Ian. "Tech Starts: High-Technology Business Formation and Job Creation in the United States." 
Kauffman Foundation Research Series; Firm Formation and Economic Growth, August 2013. 
httBJj^w,j<auffman. orq/-/media/l<auffm a n org/research reports and covefs/201 S/OS/bdste ch startsreport.pdf . 

‘ Savitz, Eric. "Are Patent Trolls Now Zeroed In On Start-Ups?" Forbes, 17 January 2013. 
http://www.forbe5.cQ m/s ite5/ciocentrai/2Oi3/OI/i7/are-patent-trolls-now-7eroed-in-on-start-ups/ . 

'Chien, Colleen V. "Patent Assertion Entities." Presentation to the Dec 10,2012 DOJ/FTC Hearing on PAEs, 10 
December 2012. http://ssrn.com/ab5tract =" 2 187314 . 

• Chien, Colleen. "Startups and Patent Trolls." 28 September 201 2. Stanford Technology Law Review, forthcoming. 
Santa Clara University Legal Studies Research Paper No. 09-12: p.2. httia://5srn.com/abstrad:=2146251 . 
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The economic incentives in the troll model are clear: a bare bones and vague demand letter 
provides immediate low-risk, low-cost leverage over a startup, even when the claim is baseless. 
It can easily cost a startup $50,000 just to simply hire a patent lawyer to evaluate demand letter 
claims, Litigation costs range between $1 million and $6 million, and can mean life or death for 
a fledgling business.’ So startups often capitulate, and lay off an employee or hire one less 
programmer in order to pay off the troll. For example. Ditto, a virtual eyewear company, had to 
lay off four of its 1 5 employees in response to a troll demand. Although the infringement claim 
was dismissed, the suit resulted in a reduction in Ditto's valuation of $4 million. 

The mere threat of troll suits has chilling effects on the investment community. In a survey of 
200 venture capitalists, 100 percent indicated that the presence of a patent demand could be a 
major deterrent in deciding whether to invest.” It is estimated that VC investment in startups 
would have been $8 billion higher but for troll threats in the last five years alone.’^ 

Yet, trolls paint themselves as the champions of the small guys, as legitimate entities who help 
independent inventors monetize their patents by enforcing them on the inventor's behalf. In 
fact, trolls increasingly target small entities, and statistics show that very little of a patent troll's 
revenue is transferred to actual inventors.'® Patent trolling activities are associated with half a 
trillion dollars of lost wealth to their victims — largely startups and small businesses — from 1 990 
to 2010 alone.'" 


II. BAD PATENTS ARE KEY DRIVERS OF TROLL SUITS 

Trolls frequently assert poor quality patents — improperly issued patents that would likely be 
Invalidated if challenged. Poor quality patents are especially common in the software space 
and are often patents on so-called business methods. These patents are often so vague and 
broad or lacking in clear boundaries that it is impossible to determine what the patent claims to 
cover; such patents are trolls' favorite weapons. In fact, Internet patents are between 7.5 and 
9.5 times more likely to be litigated than non-Internet patents, and they are much more likely 


’ Lee, Ben. "Twitter: It's time for patent trolls to bear the cost of frivolous lawsuits." GigaOm, 8 October 2012. 
bttps://q iqaom.com/2012/10/Q8/twltter-time-for.trolls-to-pav-full-price-for-patent-mischief/ . 

Mullin, Joe. "New Study Suggests Patent Trolls Really Are Killing Startups." Ars Technica, 11 June 2011. 
http://arstechni ca.com/tech.poiicv/2014/Q6/new-5tudv-suaQests.patent-trolls-reallv-are-killinn-startups/ . 

" Feldman, Robin. "Patent Demands & Startup Companies: The View from the Venture Capital Community." 28 
October 2013. UC Hastings Research Paper No. 75: p. 1 1 . httD://5sm.com/ahstract-2346.338 . 

Tucker, Catherine. "Patent Trolls and Technology Diffusion." 23 March 2014. Massachusetts Institute of 
Technology, Management Science, Working Paper, 201. http://5sm.com/abstract=71 369.5.5 . 

Bessen, James, and Michael Meurer. "Patent Trolls in Public." Patently-O, 19 March 2013. 
http://patentlvo.eom/2013/03/patent-trolls-in-Dublic.html .. 

Bessen, James, Jennifer Ford, and Michael Meurer. "The Private and Social Costs of the Patent Trolls." 19 
September 2011. Boston Univ. School of Law, Law and Economics Research Paper No. 11-45, p. 17. 
http://ssrn.com/ahstract^ 1930272 . 
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to be invalidated.’® When actually litigated, Internet patents were upheld in only three percent 
of cases. In other words, these patents are at least partially invalidated in court well over 90 
percent of the time. Moreover, an increasing number of these patents are being invalidated 
through the PTO's post grant review proceedings. This high invalidation rate also underscores 
the poor quality of these patents. However, the PTO procedures, though operating as 
intended, do not scale enough to have much effect on the troll business model. 


III. THE STATUS OF REFORM EFFORTS 

Recognizing that patent troll abuse harms innovation and serves as a tax on startups and 
businesses, the Obama Administration called for comprehensive patent reform legislation to 
curb abuse, and made other recommendations for the PTO to improve patent quality. In 
December 201 3, the House of Representatives passed a strong patent reform bill— the 
Innovation Act — by a 325-91 margin. The Senate considered its own bill last year and was 
poised to mark up compromise legislation in May, until Majority Leader Reid signaled his intent 
to sideline the bill under pressure from special interests opposed to reform. 

Since then. President Obama has reiterated his call for robust patent reform legislation; a 
bipartisan coalition in the House led by House Judiciary Committee Chairman Goodlatte 
reintroduced the Innovation Act {HR9); and newly elected Republican Senate leaders have 
joined senators on both sides of the aisle vowing to pass patent reform in this Congress. While 
there have been positive developments in the courts and at the PTO, the impact of these 
decisions is limited to the tiny fraction of bad patents that are actually challenged. They have 
little impact on bad behavior. Furthermore, most trolling occurs pre-litigation and remains 
veiled in secrecy, rendering the full scope of the problem not impossible to quantify. 


IV. WHY WE NEED PATENT REFORM LEGISLATION 

Only legislation can deter trolls from exploiting a stacked litigation deck to extort settlements. 
Congress must therefore pass a strong patent reform bill that removes existing incentives to 
assert bad patents and creates a level litigation playing field for all inventors. Such legislation 
must include the following: 

• Because trolls often hide behind shell companies, the bill must require transparency 
of a patent's ownership so startups know exactly who is threatening them, can access 


'"Allison, John, et ai. "Patent Litigation and the Internet" 20 January 2012. Stanford Technology Law Review 3, p. 4. 
http://stlr.5tanfQrd.edu/pdf/aliison-patent-litiaation.pdf . 

“ Ibid, p. 27. 
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information about whom else a troll may be suing with the same patent, and can 
better evaluate how to respond. 

Because current patent litigation rules allow for the initiation of a lawsuit on the basis 
of a bare-bones form filing, legislation is needed to raise pleading standards to 
require the identification of claims asserted and the nature of alleged infringement 
before a troll is able to drag a startup into court. 

Because the high cost of discovery is a cudgel of leverage, legislation should place 
reasonable limits on discovery, allowing discovery of core documents but staging 
additional discovery until after the court determines what a disputed patent actually 
covers. Courts should also be able to shift the costs of extra discovery as 
appropriate, so that essentially the entire burden does not fall on the defendant. 
Because current law allows for the awarding of attorneys' fees only in "exceptional" 
cases, a startup has almost no chance of recovering fees and costs even if it fights 
and wins. The bill must give judges real discretion to award attorney fees and costs 
to a prevailing party when the behavior and conduct of a losing party was not 
objectively reasonable or substantially justified. A fee-shifting provision like this 
should in no way discourage or hamper the ability of a patent holder to assert any 
valid claims, but would provide some downside risk to trolls who are otherwise free 
to engage in frivolous litigation with impunity. The fee-shifting provision must be 
accompanied by a provision that enables the party to whom fees are awarded to 
recover by holding the real party in interest liable; otherwise, the fee-shifting 
provision would be toothless against a shell plaintiff with no assets.” 

Because trolls are increasingly suing consumers and other users for infringement to 
gain further leverage, the bill must shield innocent users with a "customer stay" 
provision that halts such actions and allows manufacturers to defend the 
infringement allegations. 

Because trolls notoriously deploy abusive and opaque demand letters that lack any 
information about the alleged infringement, the bill must include provisions that 
require specificity and clarity in demand letters. This will allow startup targets to 
understand why they are being threatened, how they are alleged to be infringing, 
and whether the claim has any merit. 


” Lumen View's suit against FindTheBest is a case in point. The judge found the patent invalid and ordered the 
plaintiff to pay FindTheBest's legal fees and costs, deeming the case "exceptional" because of LumenView's 
egregious behavior. But FindTheBest has been unable to collect the fees awarded by the court because the plaintiff 
is a shell entity with no assets. Attempting to pierce the corporate veil to hold the ultimate owners liable could end 
up costing more than the fee award. FindTheBest has the resources to fight the case through litigation whereas 
most startupstartups don't, and even they have been unable to collect the attorney fees awarded by the court. 
(Mullin, Joe. "Patent troll ordered to pay $300K to FindTheBest in 'matchmaking' case." Ars Technica, 29 October 

2014. httpV/a rstechnica.com/tec h-policv/2014/10/patent.troll-ordered-to-pav-3Q0k-to-findthebe5t-in-matchmakinQ- 

case/ .) 
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• Because the ability of threatened startups to petition the PTO to review and 

potentially rescind patents is limited in scope, the bill should include provisions that 
would expand the PTO's to review low-quality patents that are vague, abstract, or 
overly-broad. 

We need legislation that contains all of these core elements to reduce existing incentives in the 
patent assertion system that enable trolls to threaten startups with baseless infringement 
claims. Unless these patent litigation reforms are enacted, patent trolls will continue to be free 
to exploit dubious patent claims and the high cost of litigation to extort settlements from 
startups. 


V. THE COURTS AND THE PTO MUST CONTINUE TO IMPROVE PATENT 
QUALITY 

It is clear that bad patents play a central role in the troll business model, and the courts and the 
PTO must continue to wrestle with clarifying standards and rigorously implementing them in 
reviewing issued patents and issuing new ones. A series of recent Supreme Court decisions has 
clarified and strengthened standards on patentability, but the impact of these decisions is 
limited to the tiny percentage of cases that are litigated or challenged through the PTO's post- 
grant proceedings, Even then, their impact will depend on the extent to which lower courts 
vigorously enforce these requirements and the extent to which the PTO adopts and rigorously 
implements these rulings at every stage of the examination process. 

The Supreme Court issued six unanimous patent rulings in 2014. In Alice Corp v CLS Bank, the 
Court found the abstract business method patents involved invalid and declared them to be 
ineligible subject matter. In doing so, the Supreme Court sent a strong message that Internet 
patents need to do "substantially more" than to take an abstract idea and genetically 
implement it on a computer or on the Internet. The Court did not invalidate software patents 
or business method patents per se, but the decision has cast doubt on the validity of these 

types of patents because so many are based on abstract or obvious ideas merely implemented 
on a computer or on the Internet. 

Since the Alice decision in June 201 4, the lower courts, including the Federal Circuit, have 
invalidated a string of "do it on a computer" patents. There is also some early evidence that 
the PTO is rejecting software patents at a higher rate in light of Alice. It is imperative that the 
courts and the PTO rigorously apply the requirements of Alice; but even if they do, improperly 
issued patents will continue to pose a real threat to startups. Hundreds of thousands of 
software patents have been issued and most will never be challenged in court or at the PTO. In 
fact, the majority of post-grant proceedings at the PTO explicitly do not allow a party to 
challenge patents on these grounds. So there is nothing in the Alice decision, or any other 
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decision, that makes it any harder for bad actors to assert patents to extract nuisance 
settlements. 

In another important case, Nautilus v B/'osig, the Supreme Court raised the standard for 
"definiteness," or specificity and clarity, in patent claims. Patents are required by law to include 
clear boundaries in order to serve its notice function. The Nautilus decision should make it 
easier to invalidate vague patents that lack clear boundaries. More specific claims are essential 
for effective technology transfer and putting the public on notice of what has actually been 
invented. 

If properly implemented, these cases should help startups that face patent threats. Alice will 
enable the PTO to reject claims on abstract business methods that do not meet the 
"substantially more" test. This will be a useful tool since startups are particularly likely to be 
sued on these types of patents. The Nautilus decision should similarly encourage the PTO to 
reject claims that do not have clear and definite boundaries. Startups typically get demand 
letters with vague assertions of infringement based on patents that would be invalidated under 
Nautilus. The PTO has a clear mandate from the Court to ensure that vague or broad claims 
that reach beyond the actual invention are rejected. 

The PTO must also uphold its end of the bargain. It should adopt a more rigid standard for 
"functional claiming." it's not a coincidence that patent trolls use software patents as their 
weapon of choice. Indeed, one of the reasons those patents are the most dangerous is that 
they are so vague and so broad. Many patents lay claim to all possible approaches to a 
problem, instead of the specific solution proposed by the inventor. This Is known as functional 
claiming and is endemic to software. Imagine this in the context of a different field: if for 
example, someone tried to claim any arrangement of molecules in a pill to cure headaches 
without specifying the composition that accomplished that goal. The resulting dangers are 
obvious. 

This functional claiming problem can be fixed by requiring patent applicants to claim their 
particular solutions and how to actually implement those solutions (e.g., specific algorithms or 
even code) that accomplishes a task. In addition to functional claiming, the PTO should adopt 
better measurements of patent quality. The current measures essentially assume that if the 
PTO is taking the steps it believes to be necessary, patent quality will be satisfactory. We 


“ These cases do not address the patent troll's other most favored weapon: the outrageous costs of patent 
litigation. Patent litigation is notoriously expensive, of course, and trolls exploit this. While one important Supreme 
Court case. Octane Fitness v. Icon, addressed at least some of this problem, it's so far had limited effect. The Court 
held that a judge could make a loser pay a winner's legal fees in "exceptional" cases, but, unfortunately, troll cases 
are no longer "exceptional," Furthermore, troll-friendly districts, such as the Eastern District of Texas, consistently 
deny attorneys' fees even in light of Octane. 
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believe the current quality metrics would greatly benefit from the introduction of more 
objective, and ideally external, criteria. 

The PTO must continue to strive to improve patent quality by rigorously applying the law, and 
the courts must continue to enforce all of the requirements of the law as now clarified by the 
Supreme Court. But those alone are insufficient remedies, and only comprehensive legislation 
can remove the existing incentives in the litigation system that enable troll activity. 


VI. REFORM LEGISLATION WOULD HAVE NO EFFECT ON PATENT HOLDERS 
ASSERTING VALID PATENTS OR GOOD FAITH CLAIMS 

Opponents of robust reform legislation argue that the proposed changes in the law would 
have the unintended consequence of making it harder to assert valid claims. In fact, nothing in 
proposed comprehensive reform legislation would hinder an inventor from monetizing, 
asserting, or enforcing valid patents, or making claims that are substantially justified or 
objectively reasonable. Versions of legislation that we've seen so far, particularly the Innovation 
Act, strike the right balance and ensures that the bill in no way prejudices valid patents or 
meritorious claims made in good faith. The fact remains that the litigation playing field under 
current law is disproportionately skewed in favor of patent holders. It is therefore not surprising 
that companies that are likely to be patent plaintiffs, and the patent bar — which profits from 
ballooning patent litigation — would exaggerate potential unintended consequences in an 
effort to maintain their own existing advantages. Needed comprehensive legislation would 
create an equal playing field for plaintiffs and defendants; its passage is essential to curbing 
abuse and giving startups a fair shot at defending themselves against frivolous suits that extort 
inventors. If the 114"’ Congress is to enact any bipartisan legislation next year, patent reform 
must be at the top of the list. It is time for the President to sign meaningful legislation into law 
in order to relieve startups of this crushing threat and barriers to innovation. 


About Engine 

Engine is a non-profit organization that supports the growth of technology entrepreneurship 
through economic research, policy analysis, and advocacy on local and national issues. We do 
this work through two legal entities. 

The Engine Research Foundation is a registered 501(c)(3), through which we produce research, 
provide advice to startups, and build public awareness campaigns. Engine Research 
Foundation has over 500 startup and investor partners in its coalition. Engine Advocacy is a 
registered 501(c)(4), through which we advocate and educate elected officials and 
policymakers. Together, these two organizations help us bridge the gap between the growing 
startup community and those who put in place our laws and policies at the highest levels. 
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For Immediate Release 
March 3, 2015 

Contact: Kat Maramba, (202) 827-9678, KathrinaiaBlueEnQineMedia.com 


Innovation Alliance Supports STRONG Patent Act 

WASHINGTON - The Innovation Alliance commends Senator Chris Coons (D-DE) for 
introducing the Support Technology and Research for Our Nation's Growth (STRONG) Patent 
Act. The STRONG Patent Act represents balanced and thoughtful legislation that will 
strengthen America's patent system without undermining our nation's innovation 
economy. 

If enacted, this legislation will crack down on abusive demand letters; maintain the low-cost 
and expeditious nature of post-grant proceedings at the U.S. Patent and Trademark Office 
(USPTO) while ensuring fairness and minimizing unwarranted litigation. This legislation will 
also eliminate USPTO fee diversion to ensure the USPTO can properly and adequately staff 
and train patent examiners while also providing patent filers with timely and high-quality 
patents. Finally, the STRONG Patent Act will greatly assist and help small businesses to 
navigate the patent system. 

The Innovation Alliance urges Congress to take up and pass the STRONG Patent Act to 
ensure that the U.S. continues to be the global leader in innovation. 


### 


ABOUT THE INNOVATION ALLIANCE 

The Innovation Alliance represents innovators, patent owners and stakeholders from a 
diverse range of industries that believe in the critical importance of maintaining a strong 
patent system that supports innovative enterprises of all sizes. Innovation Alliance members 
can be found in large and small communities across the country, helping to fuel the 
innovation pipeline and drive the 21st century economy. Learn more at 
www.innovationalliance.net . 



98 


4^IEEE 


JEEE-WJSA 


(kiiidin^ C'arfcn &• Shapini 


4 March 2015 

The Honorable Christopher Coons 
United States Senate 
127A Russell Senate Office Building 
Washington, D.C. 20510 

Re: The STRONG Patents Act of 201 5 


Dear Senator Coons, 


lEEE-USA is pleased to offer our support for the STRONG Patents Act of 201 5 and we commend 
you for introducing legislation to revise U.S. patent law that balances the need to reduce abusive 
litigation with the need to sustain American leadership in innovation. 

With the introduction of this legislation, you and Senators Durbin and Hirono have provided 
safeguards for U.S. technology entrepreneurs. These individuals are substantially responsible for 
creating the largest percentage of new high paying jobs, and are key contributors to economic 
recovery and U.S. competitiveness in the global markets. The STRONG Act includes proposals that 
lEEE-USA has continuously called for, namely elimination of USPTO fee diversion and an 
assessment of the impact of our patent system on the American economy. 

Our patent system does have room for improvement and we thank you for proposing thoughtful 
legislation which targets the real problems without rushing to pass sweeping changes. Without 
carefully assessing the impact of changes on those who rely heavily on patent protection, anything 
else could negatively affect the inventors, entrepreneurs, and U.S. small businesses who have built 
our innovation economy. 


lEEE-USA represents more than 200,000 engineers, scientists, and allied professionals whose 
livelihoods depend on American technology companies and their domestic research and 
development operations. Our members work for large and small companies, and as individual 
inventors or entrepreneurs, and depend on a strong American patent system. 

We thank you for your attention to these important matters. If we can be of any assistance, or if you 
have any questions, please do not hesitate to contact Erica Wissolik at (202) 530-8347 or 
e.wissolik@ieee.org . 


Sincerely, 


James A. Jefferies 
2015 President, ^EE-USA 


iEEE-USA, 2001 L Street, N.W., Suite 700, Washington, D.C. 20036-5104 USA 

Office: +1 202 785 0017 ■ Fax; +1 202 785 0835 ■ E-mail; ieeeusa@ieee.org ■ Web: www.ieeeusa.org 
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The Great Patent Debate: Changing Horizons 

March 13, 2015 
David J. Kappos 


Introduction 

I’ll be honest. Some of what I am going to say today could cause discomfort 
in the Washington, D.C. policy community, but not became of the partisan 
divide, or on account of picking sides between conservatives and liberals. 
Ladies and gentleman, the awkwardness is because I am going to speak 
about facts and data — and here in Washington D.C., facts and data are 
simply not the subject of polite conversation. Facts and data complicate the 
Washington narrative. In D.C., people have a set of a priori arguments they 
wish to make and they mold information to fit the arguments. Facts and data 
deflate rhetoric and emotion; they contradict carefully selected anecdotes; 
and, worst of all, facts and data can give us pause — force us to consider that 
the actions we are advocating as “decisive” and “bold” may actually be 
something else: reckless and destructive. 

This morning I am going to demonstrate that we now have a lot of facts and 
data showing that our intellectual property system is rapidly returning to 
health. In fact, I submit to you that there is no patent troll driven crisis facing 
our nation that needs to be corrected with sweeping new legislation. Of 
course, the system can be further streamlined to reduce needless litigation, 
but no major overhaul is needed. An IP recovery in America has been driven 
by a steady course of treatment whose prescription was written out in 201 1 
with the passage of the America Invents Act. 

Unfortunately, the prevailing D.C. narrative is that — unceasingly — ^patent 
troll games playing with our nation’s IP system has result in a rapid decline 
of the patent system’s health, and a litigation crisis in America. Some are 
working hard for that narrative to prevail in new legislation. However, I am 
here to offer a data-driven second opinion. 

In addition to addressing the current direction of legislative reform, I will 
also share data bearing on the current debate surrounding the role of antitrust 
in IP — data that raises serious questions about the advisability of 
competition regulators and standards bodies taking aim at the IP system. 

So, for a moment, let’s pretend we’re not in Washington, D.C. Let’s 
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suspend our reliance on invective and instead give serious consideration to 
facts and data. My highest hope is that, going forward, we can bring these 
facts to bear on a debate that, while initially rooted in legitimate concerns, 
has along the way ceded ground to rhetoric — a rhetoric that has about as 
much to do with sustaining innovation as Chicken Little’s famously dire 
prognostications had to do with holding up the sky. And I hope we do so 
not for the purpose of opposing reform, but for the purpose of ensuring 
the reform we undertake is the smart reform that's needed, and no more. 


Part I. Legislative Reform 

As anyone familiar with my tenure at the USPTO, or my work before or 
after, can attest, I can hardly be categorized as someone who is “anti- 
reform.” The American patent system is the greatest innovation engine the 
world has known and I have long contended that, like any piece of intricate 
machinery, it is in need of perpetual upkeep and habitual calibration. As 
industries and technologies change, so must the system change that 
incentivizes and sustains value in innovation. The flexibility of the patent 
system, and our ability to periodically adjust it to changing conditions, 
facilitates the optimization — ^not minimization or maximization — of IP. 

Yet we must guard against a tendency toward myopia that historically has 
driven — and presently is driving — calls for drastic reform. Outsized anxiety 
over patent litigation is nothing new. The recent “smartphone wars” are no 
more the harbinger of an inevitable innovation decline than were fights over 
sewing machines in the mid- 1800s, the telegraph in the late 1800s, or 
airplanes in the early 1900s. Some reasonable level of disputes is inherent in 
an IP system whose success depends on flexibility, and every generation has 
experienced this tension. 

The key to successful maintenance of the patent system is recognizing that it 
is a system of long time constants. The impact of present changes will only 
be realized many years down the line. Addressing today’s issues — ^which 
are real but not dire — ^through a massive overhaul of the system is like 
addressing a hangnail with an amputation: the immediate problem will be 
obviated, but a slew of graver, irreversible problems will arise in the 
solution’s wake. 

Ironically, while the major reform movement threatens to undermine a 
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patent system that has long been the envy of the world, a simultaneous 
movement toward increased dependence on IP protection globally threatens 
America’s status as the foremost innovation economy. In the life sciences, 
for example, a recent study published in the Journal of the American 
Medical Association revealed a significant drop in the percentage of patents 
considered most valuable in the field held by the U.S. — from 73% in 1981 to 
59% in 201 1 . The National Institutes of Health recently expressed serious 
concerns with this data, lamenting that China is now filing more patents in 
biomedicine than the U.S. — ^and not just as a portion of GDP, but in absolute 
numbers. Competition from overseas makes the consequences of bad reform 
that much worse. And our overseas competitors are looking on right now, 
not knowing whether to laugh or cry. Those seeking to copy American 
innovation are laughing at the prospect of the US significantly weakening its 
patent system and giving a leg up to our competitors. Those seeking to have 
their countries strengthen their IP systems so that they too can enjoy the 
fhiits of innovation are crying because the gold standard is being 
undermined. 

I attend meetings all over the world and everywhere I go, the question is 
asked, “why is America unilaterally weakening its patent and IP system, a 
key global competitive advantage to your country?” And I don’t have a 
logical fact-based answer to the question, other than to say, those of us who 
care about the system are working to mitigate against overly broad changes 
that harm American innovation and job creation. I am also increasingly 
optimistic that we can moderate any legislation in the Senate so that it does 
no harm to the most innovative U.S. companies and universities. As an 
example, the new STRONG Patent Act has good ideas I hope will be picked 
up in the Senate. 

Before outlining the specific drawbacks of recent proposed “solutions” to 
what advocates bombastically refer to as a “broken” system, let’s examine 
the key facts and data. First and foremost, the data that the sky-is-falling 
alarmists are finding the hardest to swallow; an irrefutable decline in patent 
litigation. In 2013, reformers decried the unprecedented levels of patent 
litigation and built a reform narrative around “out-of-control” patent 
litigation, promising it would only soar to new heights unless reform was 
initiated, and *now*. 

Well, so much for that rallying cry: every credible study of 2014 patent 
litigation trends has reported that, from 2013 to 2014, there was a roughly 
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1 8% decline in the total number of patent suits nationwide. Recognizing the 
incongruity of this trend with the 2013 narrative, the storytellers have moved 
the goalposts. The new focus has shifted fi-om recent trends to a selective 
look-back against 2010 levels. The sleight-of-hand lies in the apples-to- 
oranges comparison, as the increase in the number of patent suits since then 
has nothing to do with an increase in actual disputes, but rather with 
procedural changes altering the rules for joinder brought into effect by the 
AIA. 

The fiction of an astronomical increase in patent litigation is undermined by 
the facts: adjusting for procedural changes of the AIA, patent litigation at the 
end of 2014 was actually commensurate with 2009-2010 levels. And in a 
recent comprehensive study of 2014 trends, it was revealed that the number 
of litigants in new district court patent cases declined over 23% fi'om 2013 to 
2014, down to 16,089 — ^the lowest level since 2009. 

When pressed for an answer to how these facts impact the debate, advocates 
downplay the decline — characterizing it as “small” or “insignificant.” It is 
ironic, if unsurprising, that advocates who relied on a fever pitch of 
commentary over patent litigation increases have been so muted in 
addressing the decrease. If these same folks downplaying the trend saw a 
nearly one-quarter decline their retirement investment portfolios or annual 
salaries, you can’t help but think they'd be using words other than “small” 
and “insignificant” to describe the impact. 

At the same time we have witnessed a pronounced decrease in patent 
litigation, we have seen a profound increase in new USPTO proceedings 
brought into effect by the AIA. As of February 2015, there have been 2,872 
requests for such proceedings — ^roughly three times what was anticipated at 
the time the AIA was enacted. To put this in context, there have been 2,553 
requests for inter partes review since September 2012, compared to 1,841 
requests for the analogous proceeding over the coiuse of the entire * 1 3 year* 
period preceding the AIA. 

The big concern over post-grant proceedings during negotiation of the AIA 
was that they would merely rubber stamp PTO examination actions. As it 
turns out, these proceedings have been anything but a rubber stamp. Data 
show that 86% of IPR requests are instituted by the PTO, and 77.5% of 
those initiated have found at least one claim unpatentable. If anything, the 
pendulum may now have shifted in the other direction — with complaints that 
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invalidation rates are *too* high. But in the three appeals of PTAB 
decisions heard so far, the Federal Circuit has completely backed the 
Board’s findings. Thus, the evidence suggests PTAB is making the right 
decisions, and there is every reason to believe it will continue critically 
reviewing the cases before it. 

This speedier and less costly alternative to litigation is proving to be an 
immensely popular and impactful tool for correcting the problem of 
unmerited patents. Importantly, these proceedings are not merely happening 
in addition to ongoing court cases, but appear to be supplanting them. 80% 
of IPR proceedings have been conducted with parallel litigation pending in 
district court, with 76% of those cases producing a motion to stay, with a 
grant rate of 82% of those motions. Moreover, rarely mentioned is that 41% 
of instituted post-grant proceedings in the PTO (or roughly 17% of all 
petitions) have resulted in settlement between the parties, which saves both 
PTO and district court judicial resources, effectively subtracting these cases 
from the court filings. And a further 5% result in requests for adverse 
judgment, also effectively subtracting these cases from the court filings and 
setting them up for efficient appeal to the CAFC. The substantial rate of 
settlement and request for adverse judgment at the PTO proceeding level — 
not to mention the immeasurable settlements entered into to avoid the filing 
of a petition in the first place — contribute to an additional reduction in 
district court litigation, which as previously discussed is already at its lowest 
level in at least five years. 

All this data taken together screams that the AIA is working, and that 
whatever further tinkering is needed, it should take a light touch. 

While rising patent litigation rates were until recently the cornerstone of the 
major reform movement — and the most loudly trumpeted indicator of a 
“broken” system — ^there exist other perceived problems undergirding the 
calls for further major rewriting of our patent laws. Once again, however, 
the facts and data prove inconvenient for proponents of drastic legislative 
reform. 

Fee Shifting 

Take for example the push for shifting attorney fee awards — ^the move 
toward a “loser pays” system of patent litigation. Not only is it imclear 
which parties would stand to gain the most from such a system, but, again, 
events over the course of the last year have significantly undermined calls 
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for congressional action. Federal courts have always had the discretion to 
award attorney fees to the prevailing party in exceptional cases, although 
historically they rarely used that discretion. Last term’s Supreme Court 
decisions in Octane Fitness v. Icon and Highmark v. Allcare have required 
that courts grant such awards more readily and that these awards be afforded 
greater deference on appeal. The practical effects of these two decisions 
remain to be seen, and comprehensive studies have yet to be performed. But 
at least one early study ex am in i ng samples of awards pvQ-Octane vs. post- 
Octane has revealed a clear increase in the rate at which awards are granted, 
from a pre-Octane rate of 32% for 201 1-2013 cases to a rate of 45% for 
cases since Octane. Turning now to raw data on denied motions for attorney 
fees under Section 285, U.S. district courts have ruled on 924 such motions 
since 2008. The denial rate hovered around 60% until 2013, when it 
increased to 67%. But it appears Octane Fitness and Highmark may be 
reversing the trend. Last year only 57.6% motions were denied, and the 
denial rate in 2015 to date is only 48%. 

Those concerned about fee-shifting legislation beyond what the Supreme 
Count has already mandated judicially point to inherent problems, such as 
the difficulty in identifying a “prevailing party” in the common situation 
where a litigant prevails on some issues but not others, and the difficulty in 
legislating a “reasonable fee.” When these inherent difficulties are viewed 
in the context of a judiciary with newly enhanced discretion to award such 
fees, and with the advantage of case-by-case analysis, one can’t help but ask: 
exactly what work would legislatively mandated fee-shifting perform? 

Covered Customer Stay 

Another area where major reform is being urged is for covered customer 
stays. Facially, the notion that “mere users” of potentially infringing 
technologies should be dismissed from litigation predominantly targeting 
parties higher up in the supply chain seems perfectly reasonable. But there 
are two problems with the legislative approach. First, many technologies are 
highly customizable — ^meaning that the rigidity of a statutory fix is unlikely 
to adequately distinguish between infringement that is inherent in the 
technology (in which case a stay is appropriate) versus infringement caused 
by aftermarket modification (in which case the user is not properly 
dismissed from the action). Second, federal courts already have the 
authority to stay litigation against peripheral defendants. And once again the 
facts become problematic for the major reform narrative, as data show that 
courts are readily using that authority. 
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In 2014’s In re Nintendo, the Federal Circuit severed claims against a 
retailer from claims against the manufacturer, staying the retailer claims. 
Since that case, there have been three motions to stay in cases having facts 
similar to In re Nintendo and, in all three, the motion to stay has been 
granted. Looking at district court cases over the last fifteen years, I can 
point to 30 motions with a similar fact scenario — over two-thirds of which 
have been granted. As is the case with attorney fee awards, courts are in the 
best position to make decisions on stays based on the facts of a particular 
case. Were courts demonstrating an unwillingness to make that call, perhaps 
a congressional nudge would be warranted — ^but this has not historically 
been the case and, as demonstrated by In re Nintendo and its progeny, is 
unlikely to become so. Hence, while hypotheticals of customers hailed into 
court for unwittingly using an infringing device purchased from a retailer 
may provide an effective lobbying tactic, the facts demonstrate no necessity 
for congressional action in this area. 

Section 101 

Now, lest I be accused of holding a love-in for the judiciary’s effectiveness 
in correcting issues of patent jurisprudence. I'll turn now to an area in which 
the courts seem to have lost their way. I am talking now about what Federal 
Circuit Judge Jay Plager has appropriately described as the “murky morass 
that is Section 101 jurisprudence” — the controversial question of patentable 
subject matter. 

Sadly, the inquisition has become relentless. The Supreme Court has waded 
into the murky morass of Section 101 four times in as many years. To make 
matters worse, subject matter patentability has proved to be even more of an 
attractive nuisance for the lower courts. What *should* be the avenue of 
last resort in a challenge to patent validity has become Question #1 — even 
though all or virtually all of the sweeping decisions being made under 
Section 101 could be better decided under Sections 102, 103 and 112. In 
fact, and I say this only half-jokingly, if there was a mistake we made when 
working on the AIA, it was our failure to move Section 101 to Section 
999 — if only to reinforce that the patentable subject matter inquiry should be 
the *last* question the courts ask, not the first. 

So why should we care whether unmerited patent claims are invalidated 
under Section 101 versus some other part of the statute? Because decisions 
perceived as arbitrary — which so many of the “I know it when I see it” 
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decisions made under Section 101 are — have a material impact on the 
actions of businesspeople and investors and innovators. The grounds of an 
invalidation decision are not just some jurisprudential exercise; they play a 
pivotal role in practical R&D strategy. Invalidating patents on novelty or 
nonobviousness grounds helpfully discourages recycling and repackaging 
old ideas in the guise of new media; invalidation on claim definiteness or 
disclosure grounds encourages appropriately bounded claims and a written 
description that enables the invention. But invalidation that merely looks to 
the “gist” of an invention (without serious consideration of the claims), 
declares it “abstract” and insufficiently “inventive” — which is exactly what 
the courts are doing — ^harmfully diverts investment fi'om entire categories of 
invention. 

Inventions on the frontiers of technology are particularly susceptible to 
being deemed abstract, precisely *because* they lay at the edges of what is 
known. These are inventions in technologies that hold immeasurable 
promise to improve our lives — software, biotechnology, big data, just to 
name a few. Inventions in these fields risk underinvestment due to a rising 
perception that the rules applicable to inventions in more familiar fields 
simply do not apply, and instead that inventions in these unwelcome fields 
are categorically unpatentable. The patent system was never designed to 
discriminate between categories of invention, but over-reliance on Section 
101 is having precisely that effect. 

The rising obsession with Section 101 is a dangerous phenomenon. 

Consider, for example, the substantial role that software innovations play in 
sustaining America’s prominence in the innovation sector. What could we 
possibly stand to gain by allowing Section 101 jurisprudence to denigrate 
software patents? Whether or not intentional, the data suggest this 
denigration is occurring at alarming rates, particularly since the Supreme 
Court’s most recent decision on Section \Q\, Alice v. CIS Bank. 

A recent study of 40 federal court decisions applying the Alice fi-amework 
found that of the 72 patents considered (66 computer or software related and 
6 in the life sciences) less than 17% survived challenges imder Alice. 

Further, 85% of the time, the court’s litmus-test view on whether the 
inventive concept (as opposed to the patent claim itself) is abstract aligned 
with the final determination of patentability under Section 101 . Some argue 
these invalidation rates represent a correction for previous over-patenting in 
the software industry — ^yet studies of invalidation rates have consistently 
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demonstrated that software patents are *not* statistically prone to being 
“bad” patents. Make no mistake: if America denies robust protection to 
software innovations, decreased investment will inevitably follow — eroding 
a competitive advantage in a sector that has proven vital to the United States 
economy. Again, to the benefit of overseas competitors who would like 
nothing better than an open ticket to copy US software innovation. 

I'm not here to comment on the wisdom of the “abstractness” standard 
posited by the Supreme Court in Alice. While it is a highly subjective 
standard, and therefore an imperfect one, it might be the best we can do for 
now. The problem is relying on that imperfect standard when it is 
unnecessary to do so. Section 101 was always meant to be a coarse filter, 
and is extremely ill-suited for the fine-grained matters courts are 
increasingly running through it. Despite an express warning from the 
Supreme Court in the Alice opinion to “tread carefully” in construing 
Section 101 ’s exclusionary principle “lest it swallow all of patent law”, the 
lower courts have read onto Alice a command to begin every case touching 
on patent validity with a Section 101 inquiry. 

The courts need to place primary emphasis on the Section 102, 103, and 1 12 
standards for patentability. They will find most inquiries better addressed, 
and more helpfully addressed for patentees and the public alike, under these 
standards. And if there is anything Congress can do to encourage movement 
in this direction, that I would welcome. A move away from over-reliance on 
Section 101 would reassure innovators that breaking new ground in 
dynamic, unfamiliar fields will be rewarded to the same extent as inventions 
in other areas. 

Unfortunately, the complex issue of Section 101 reform does not even 
register in the patent troll centric debate. Subject matter eligibility is an 
important issue, but not one requiring more application of Section 101 in the 
courts. 

Part II. Competition Matters 

At the same time the patent system has come under siege from critics 
who all-too cavalierly seek to heap reform on top of reform, there is also a 
surge in favor of cheap, immediate access to today’s most in-demand 
technologies using a separate body of law: antitrust. Ironically, against the 
backdrop of some of the most fiercely competitive industries in existence. 
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we see competition law being used to debilitate the strong innovation 
incentives provided by patent protection. 

I will leave it to others during today’s panels to discuss the details and 
advisability of the new IEEE rules on standard essential patents and the 
DOJ’s prompt endorsement thereof. 1 would however, encourage us to take 
a step back and ask what data — ^not rhetoric — ^would suggest that these 
major policy changes are needed. In the case of the new IEEE SEP rules, 
they come on the heels of IEEE's creation, under its *old* policy, of 802.11, 
which IEEE itself touts as a heritage accomplishment. It just seems odd to 
me that the demonstrated success of the old policy in creating one of the 
most important and successful standards known to mankind would provide 
the groundswell to throw out the old policy in favor of a new approach that, 
whether "good" or "bad" overall, unquestionably tilts the field in favor of 
standards implementors over innovators. Has IEEE, like the infamous 
USPTO Commissioner over 1 1 5 years ago, concluded that all important 
inventions have already been created? 

As with legislative reform, many of the supporters of an anti-trust solution to 
the patent “problem” rely on a narrative rooted in emotional appeals and 
absent facts. It is not difficult to imagine how this narrative has gained 
traction. Like Tom and Jeny, the Hatfields and McCoys, and the Yankees 
and Red Sox, antitrust authorities and monopolies have a storied rivalry — 
never the twain shall meet. And make no mistake, a patent ’"is* a monopoly 
of sorts. So it is no wonder the patent system should be scrutinized by 
agencies attuned to rooting out and busting up monopolies. 

But a patent is a singular kind of monopoly. First of all, patents have term 
limits. To the extent the monopoly afforded by a patent poses a 
threat to competition (and I intend to show this is not actually the case) that 
threat is temporary, by definition. 

Second, a patent is a monopoly on something that would not even exist but 
for the patent itself. So to the extent a patent takes something away from 
competitors, it is taking something away that competitors did not have 
access to in the first place. And when you explore the principal alternative to 
a strong patent system — ^trade secrecy— you end up with barriers to 
iimovation of an infinite duration, a fiustration of collaboration, and an 
inefficient allocation of resources that diverts from exploitation of 
technology toward concealing it. So the alternative isn't very fine. 

10 
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Finally, in patents we have a monopoly to which our nation’s founders 
expressly gave their blessing. Patent protection was acknowledged as so 
important to American development that it is provided for directly by the 
Constitution. As vital as competition law may have become, there is no 
“antitrust clause” in the Constitution, and certainly no “antitrust exception” 
to the Patent Clause. 

Now, proponents of competition law trumping IP will make the argument 
that times have changed. Patent “thickets” and patent “holdup”, they say, 
are an unprecedented phenomenon that could never have been envisioned 
by the founders. Never mind that our nation’s most celebrated inventor, 
Thomas Edison, protected his innovations with over a thousand patents, and 
the first so-called “thicket” dates back to the Sewing Machine War of the 
1850s. These proponents will tell you that patent pooling and standards 
setting must be scrupulously regulated, or else the public will be denied 
“fair” access to today’s technologies. 

The proponents tend *not* to speak about tomorrow’s technologies, which, 
without the promise of exclusivity, have little chance of attracting the level 
of R&D investment required to bring them to fruition. And, xmsurprisingly, 
the proponents tend not to present analyses of the available data. These data 
paint a picture of consumers who are not only enjoying access to cutting- 
edge technology, and at reasonable prices, but who also hold voracious 
appetites for improvements that can only be delivered as a result of further 
R&D investment. 

Mobile technology is at the center of the controversy over competition law’s 
role in the great patent debate, and thus a recently released comprehensive 
study by the Boston Consulting Group of the technology’s impact can help 
put the debate into context. 

One of the great ills that competition law seeks to cure is artificially inflated 
prices tolerated on account of monopolistic practices. To be sure, the 
exclusivity offered by patents allows the patent holder to command higher 
prices than it would command without the patent — that’s the whole point of 
the patent. But because of licensing, follow-on technologies, and other 
outcomes flowing from the disclosure-incenting patent system, the benefits 
outweigh the costs. This is borne out by one telling fact from the BCG 
study of mobile technology; the average mobile subscriber cost per 
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megabyte decreased a dramatic 99% between 2005 and 2013. Infrastructure 
costs have also seen dramatic falls, with a 95% cost reduction per megabyte 
transmitted from 2G networks to 3G networks, and a further 67% drop from 
3G to 4G networks. 

What consumers pay for mobile technology and the value they ascribe to it 
similarly demonstrate that the patent system is far from a barrier to access. 
BCG’s research across the top six geographic markets for mobile reveals 
that each consumer values their access to mobile technology at between 
$700 and $6,000 overall, contributing to a $6.4 trillion surplus above the 
cost of the devices and services across these six countries. 

And consumers are hungry for more advances: 90% of 3G and 4G 
consumers report wanting faster data speeds, greater coverage and longer 
battery life, among other improvements. Global data usage is doubling 
every year, which could lead to data traffic within the decade 1,000 times 
greater than today’s levels. In order to accommodate this skyrocketing 
demand, investment in new technologies will be crucial. Companies in the 
mobile value chain invested $1.8 trillion in infrastructure and R&D from 
2009-2013, "with companies focused on mobile’s core technologies 
investing a whopping 21% of revenue in R&D — as a percentage of revenue, 
second only to the biotechnology industry. 

And what do industry commentators have to say about the problem of patent 
“hold-up” allegedly facilitated by standard essential patents? The Alliance 
for Telecommunications Industry Solutions reported that it “has not 
experienced the hold up problem”; the Telecommunications Industry 
Association reported that it “has never received any complaints regarding 
such ‘patent hold-up’”; the American National Standards Institute reported 
that “for only a relatively small number [of standards] have questions ever 
been formally raised regarding [its] Patent Policy, including issues relating 
to improper ‘hold up.’” Professors and analysts have noted the absence of 
empirical evidence indicating a significant problem of patent “hold-up” or 
of windfall gains to patent owners impeding the adoption of technology- 
based standards across industries. And in the cellular industry, it has been 
noted that implementers and carriers — ^not technology developers — already 
reap the overwhelming majority of profits generated by the products enabled 
by licensed IP. 

Once we examine the data we find that, as pertains to IP, antitrust provides a 
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solution to a problem that just doesn’t exist — except, of course, for those 
utilizing a business model built on reaping the tech harvest innovators have 
sown. 

This does not mean there can be no role for competition law across the 
spectrum of IP-reliant industry. But we need to bring antitrust into the 21st 
century. Acknowledging that the patent law itself is a check on harmful 
monopolistic practices, antitrust authorities would be most effective 
operating on the fringes of IP. The FTC need not weigh in on what are fair 
reasonable and non-discriminatory terms and certainly should not be forcing 
royalty prices down. The proper role for competition law is to make 
examples of those few egregious behaviors demonstrating truly anti- 
competitive impact. 

The FTC did just this when it went after MPHJ Technology Investments, a 
patent assertion entity accused of using manifestly deceptive tactics in 
extracting royalties for patents by threatening lawsuits that were ostensibly 
meritless and that it had no intention of ever filing. As the Director of the 
FTC’s Bureau of Consumer Protection said upon reaching settlement with 
MPHJ, “a patent is not a license to engage in deception.” When patent 
holders cross the line from collecting on their investment in innovation and 
engage in making idle and surreptitious threats, then FTC intervention 
benefits innovators and consumers alike. Deterring such abuse complements 
the existing protections built into the patent system. 

But make no mistake: when it comes to cases other than the truly egregious, 
antitrust intervention is not necessary, and serves only to deter the very 
investment in innovation the patent system was carefully engineered to 
encourage. 

There are already plenty of market forces in play to address concentration of 
power — if you don’t believe me, I would ask how many of you in the 
audience today are carrying in your pocket a Motorola pager or a Nokia cell 
phone? One company or another has always been touted as an existential 
threat to an efficient tech market, and yet the threat never seems to 
materialize. And the fact that the threat never materializes is not in spite of 
patents, but rather *because* of them. 

Patents may be a type of monopoly, but they are far from a guarantor of 
market position. While counterintuitive, in reality it is the patent laws. 
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more so than antitrust enforcement, that are best suited to thwart market 
dominance in fields that rely on technological advancement. The patent 
laws provide the most powerful incentive there is for new entrants to invest 
in creating new technologies. And it is just these technologies that routinely 
disrupt dominant firms, ultimately dislodging their dominant positions. The 
stronger the incentives provided by the IP laws, the higher the likelihood of 
disruption, and the faster the disruption. Were the new, more nimble 
entrants’ technological contributions freely and immediately exploitable by 
the monolithic standard-bearers in the field, such disruption would be 
extremely rare. Ironically then, the best policy move we can make to 
advance the purpose of the antitrust regime is actually to *strengthen* the 
IP system. Let’s name that the STRONG patents doctrine: the stronger the 
patent system, the less risk of harmful market concentration. 


Conclusion 

My remarks today may cause some to wonder whether I have turned 
overly hawkish on patent litigation reform, opposed to any further 
legislation. Not so. There are balancing improvements that clearly need to be 
enacted: measures to curb egregiously aggressive demand letters, 
articulation of goals for pleading and discovery as guidance for the Judicial 
Conference, redirection away from undue judicial emphasis on Section 101, 
and, critically, putting an end to PTO fee diversion. Add to this some 
adjustments to the post-grant reviews at the PTO created by the AIA, and a 
measure that stops abusive stock market manipulators from new pump-and- 
dump schemes that threaten the health of our bio-pharma industry, and we'll 
have made the world's best patent system even better. So reform, yes, but 
*smart* reform. 

Intellectual property represents a long term investment system that is 
perpetually pitted against short-term exigencies. Very simply, our patent 
system is like a retirement savings plan. Historically, we have agreed as a 
nation to pay a little more now for today’s innovations in exchange for 
having more great innovations available in the future. 

As we wrestle with competing short-term and long-term objectives, it is 
crucial that the arguments rest soundly on facts and data, and are not hastily 
propped up by misleading anecdotes and divisive rhetoric. When 
appropriately bounded by appeals to the practical realities of our innovation 
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ecosystem, the patent debate can lead us to a more finely timed system 
balancing access to today’s technology with the promise of tomorrow’s 
advances. Conversely, harried reform efforts and collateral attacks from 
other bodies of law that are not constrained by thoughtful analysis imperil 
the greatest innovation engine the world has ever known. That in turn 
undermines the competitive position of our country and the job creation 
engine that has been uniquely American for generations. If we are to remain 
a first-rate innovator nation, we must be careful never to let today’s 
politicized narrative persuade us to forego the tremendous technical wonders 
that lie just beyond the horizon. 


15 
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An Overview of the United States Patent System, 2015 

By David J. Kappos 


Patent Litigation Declining 

• 18% decline in total number of patent 

stuts in 2014 vs. 2013 
(down to 5,008 from 6,083) 


PTO Challenges Prove Popular and Potent 

• 2,664 requests for new challenge 
proceedings made available imder the 
AIA (as of January 22, 2015) — ^roughly 
3X what was anticipated when the 
legislation was enacted. 

• 2,363 requests for inter partes review 
(IPR) since September 2012 — compared 
to 1,841 comparable requests over 13 
years of pre-AIA regime. 

• 86% of IPR requests have been instituted 
by USPTO. 

• 77.5% of instituted IPRs have found at 
least one claim unpatentable. 


PTO Challenges Reducing Litigation 

• 80% of IPR proceedings have been conducted 
with parallel litigation pending in district court. 

• 76% of cases with parallel PTO proceedings 
produced a motion to stay. 

• 82% of motions to stay in cases with parallel 
PTO proceedings have been granted. 

• 3 of 3 2014 Federal Circuit opinions 
considering motions to stay due to pending 
PTO review favored such motions. 

o Versata Software v. CaUidus Software and VirtualAgility v. 

Salesforce.com reversed district court decisions denying motions to stay 
and Benefit Funding Systs. v. Advance Am. Cash Advarwe affirmed a 
district court decision granting a motion to stay. 

Supreme Court Making an Impact 

• The Supreme Court heard an unprecedented six patent cases in its most recent 
term, addressing critical issues that are simultaneously the subject of reform 
proposals. 


IPR Procsjcdingsw/ Motions to Motions to 
Parallel Litigation Stay Filed Stay Granted 

Source: I,,ove and Ambwani (2014) 




Source; U .S. Patent and Trademark Office 
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• Software Patents 

o Alice Corp. v. CLS Bank held that abstract 
computer claims are not patentable, 
o 42% decline in applicable suits in first four 
calendar months following decision vs. 
same period in 2013. 

• Attorney Fee Awards 

o Octane Fitness v. Icon Fitness & Health 
provided that attorney fee awards be 
granted to prevailing party in more cases, 
o Highmark v. Allcare increased deference to 
district court fee avrards. 
o 45% attorney fee grant rate by district 
courts since Octane was decided, compared 
to approximate 32% grant rate pre-Octane. 
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Covered Customer Stays Granted 

• Federal courts already have authority to stay litigation I 

against peripheral defendants. j 

o The Federal Circuit’s 2014 In re Nintendo decision | 
severed claims against the retailer fi^om claims against | 
the manufacturer and stayed the retailer claims. j 

o 3 of 3 motions to stay have been granted in district I 
court cases having facts similar to In re Nintendo 
since that decision issued (Telebrands v. Nat ’I j 

Express-, Am. Vehicular Sciences v. Toyota Motor ‘- 
Corp. and Pipeline Techs, v. Telog Instruments), 
o 2 1 of 3 0 motions to stay have been granted in district 
court cases having facts similar to In re Nintendo in the 
last fifteen years. 



Source; Autiior case analysis 


Conclusions 

• Problems of abusive patent litigation are real and deserving of bipartisan 
legislative attention, but recalibration of the patent system must be rooted in facts 
that contrast with the anti-patent rhetoric driving much of the debate. 

• The effects of the most recent major reform effort, the America Invents Act 
(AIA), are thus far encouraging and have yet to be felt in full. 

• The facts show that existing measures are potent and are being utilized to a 
greater extent than expected. 

• The patent system is a long time constant system — overcorrection will not 
manifest until years after serious damage is done. 

• Preserving the patent system’s powerful incentivizing effect on invention by 
providing robust intellectual property protection is of paramount importance to 
maintaining our nation’s stature as the global leader in innovation. 




MDMA Statement on Introduction of the “STRONG Patents 

Act” 


Legislation provides a balanced, targeted approach to end abuse, support 

innovation 


Washington, D.C. - Mark Leahey, President and CEO of the Medical Device Manufacturers 
Association (MDMA), issued the following statement today regarding legislation introduced in 
the Senate, the “STRONG Patents Act,” which is designed to thwart frivolous patent lawsuits 
while leveling the playing field for inventors: 

“MDMA applauds the introduction of the ‘STRONG Patents Act' for its measured 
approach to address issues facing our nation’s patent system. We commend the leadership 
of Senator Coons for his support of entrepreneurs and start-ups across America's 
innovation ecosystem. 

“While MDMA supports efforts to deal with patent litigation abuse, we must ensure that 
any legislation to address this problem does not have the unintended consequences of 
weakening one's patent rights. The ‘STRONG Patents Act’ targets the concerns of patent 
holders to end abusive practices, while establishing balance in post-grant proceedings at 
the PTO and eliminating fee diversion. 

“A vibrant and strong patent system is the cornerstone of U.S. innovation, and all 
stakeholders must continue working together to maintain this delicate balance to protect 
inventors and future economic growth. MDMA looks forward to working with Senator 
Coons and all elected oDicials to ensure America's innovation economy remains the envy of 
the world.” 
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Filed Cases as a Percentage of All US Granted Patents 
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On behalf of the more than 140,000 members of the National Association of Home Builders 
(NAHB), NAHB appreciates the Committee's attention to patent reform, an important issue that 
is increasingly affecting home builders and other small businesses nationwide. 

America's patent system has long served to foster great innovation while rewarding small 
inventors for their intellectual contributions to progress. Unfortunately, the actions of a few 
increasingly serve to undermine this system and unduly burden many of our country's small 
businesses. It is perhaps a testament to how pervasive the problem is that home builders have 
now become one of the latest, though surely not the last, targets of patent trolls and their 
deceptive patent demand letters. 

Patent trolls make use of misleading and threatening patent demand letters to extort licensing 
fees from small businesses that often lack the resources and expertise to defend themselves 
from specious claims of patent infringement. It is not surprising that NAHB members have 
become a target of this shakedown scheme. Our members are the prototypical family-owned 
small business. As measured by workers, more than 80% of NAHB builder members have fewer 
than ten employees, with the average member supporting approximately 11 employees. 

Rather than face the daunting and costly prospect of litigation, NAHB's members stymied by 
these vexing patent demand letters are left to either take time away from their work to 
research and respond to typically vague letters, or simply succumb to the demand to pay a 
licensing fee to avoid being sued. Unfortunately, given the intentionally vague nature of these 
letters, builders may view the latter as a more attractive option and opt to pay the fee. 

Targeting small businesses has proven a lucrative business model for patent trolls. Congress 
must act quickly to address the mounting abuses of the patent system and protect small main 
street businesses. 

Putting the Trolls Out of Business 

The best approach to protecting our patent system while putting trolls out of business is one 
that considers and addresses each of the many weapons the trolls have at their disposal. In 
order to do this, NAHB believes you must: 

Reform abusive demand letters: Require that patent demand letters include truthful, basic 
information. Patent trolls send vague and deceptive letters alleging patent infringement to 
demand unjustified payments from innocent individuals and businesses. Vague demand letters 
should not be used to bully innocent businesses into paying what amounts to protection 
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money. 

• Make trolls explain their claims: Require patent owners to explain in detail the basis for the 
alleged infringement when they file a complaint. Current law does not require that a patent 
holder explain how a patent is infringed, or even identify the product involved, which makes it 
nearly impossible someone who has been sued to evaluate the case and decide how to 
proceed. 

• Protect innocent customers: Ensure that claims between a patent owner and a manufacturer 
proceed before claims between the patent owner and the manufacturer's end users. Under 
current law, anyone can be sued for infringement for simply using a product, system or 
method. We don't want to change that. Instead, it simply makes sense for cases against end 
users to be stayed in favor of cases involving the manufacturer. 

• Make patent litigation more efficient: Make patent litigation more efficient so that weak 
cases can be dismissed before expensive discovery. Requiring patentees to explain and judges 
to decide what a patent means at the beginning of a case— the Markman hearing— narrows the 
case to the actual legal issues in question, drives early resolutions and avoids unnecessary and 
expensive discovery. 

• Stop discovery abuses: Require trolls to pay for the discovery they request beyond core 
documents so that they cannot run up costs Just to force a settlement. Since trolls do not 
actually make or create anything, they have few documents to produce and no incentive to be 
reasonable in their discovery requests. Making trolls responsible for the costs of their discovery 
requests that go beyond the core documents needed to decide most patent issues will stop 
unreasonable demands made for negotiation leverage. 

• Make abusive trolls pay: Require that a losing party who brings a frivolous case pay the other 
side's attorney's fees. Trolls currently have few barriers to litigation with no significant costs. A 
stronger presumptive fee-shifting statute and a mechanism to ensure court ordered fee shifting 
is enforceable will deter riuisance suits. 

• Provide less expensive alternatives; Maintain and improve administrative alternatives to 
litigation. Ensuring access to efficient and fair mechanisms to re-examine questionable patents 
will reduce litigation abuses and strengthen the patent system. 



121 


Conclusion 

NAHB appreciates the effort of this Committee to consider the burden patent trolls have 
wrought on our nation's small businesses. We appreciate your consideration of our views and 
stand ready to work towards solutions that will protect small businesses and preserve the right 
of America's innovators. 
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On behalf of the more than one million members of the National Association of 
REALTORS® (NAR), who fadUtate nearly 5 million home sales, boosting the American 
economy, we urge your strong support for strong comprehensive patent litigation reform. 
Litigation and threatened litigation from abusive patent trolls divert resources away from 
more productive acrivid^ including property sales and investment in new technologies that 
enhance the consumer’s real estate experience and lead to job creation. 


NAR, -whose members identify themselves as REALTORS®, represents a wide variety of real 
estate industry professionals. REALTORS® have been early adopters of technology and are 
industry innovators vho understand that consumers today are seeking real estate 
infonnation and services that are fast, convenient and comprehensive. Increasingly, 
technology innovations are driving the delivery of real estate services and the future of 
REALTORS’® businesses. 


We write to explain how the real estate sector has been impacted by specious infringement 
claims asserted by non-practicing entities (NPEs), or “patent trolls.” We urge your 
committee to swiftly pass meaningful reform legislation to curtail abuses when NPEs claim 
intellectual property tights in “sham” patents that are overly broad and lack integrity; send 
poorly researched but threatening demand letters to extort licensing fees from business 
owners; and file vague and frivolous lawsuits. 

In 2012, patent trolls sued more non-tech companies than tech companies, at an estimated 
cost to the U.S. economy of $80 billion on court battles. The number of defendants in 
patent lawsuits increased roughly 129 percent over the four year period from 2007-2011, 
according to the U.S. Government Accountability Office. Real estate businesses, tenants, 
brokers and service providers have been threatened and targeted with spurious patent 
infringement claims, in contexts that include the following; 
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aiTd subscribe to its strict Code ct Ethics. 


• Brokers implementing website technology to ^ow zooming in to located points of 
interest on a map and creating home search alert function 

• Buildup owners and tenants that use standard, off-the-shelf routers to provide Wi-Fi 
access for hotspots in lobbies, restaurants, atriums, and other common areas of 
buildings; 

• The Multiple Listing Service, a critical tool for real estate agents tiiat uses location- 
based search capabilities to identify homes and other properties avaUable for sale or 
lease; and 

• Businesses that attach scanned documents to emails to execute contracts, closings, 
and other commonplace real estate transactions. 
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Rather than researching and iitigacing patent infringen^t daims, our members wish to channel dieir resoutces to serve their 
core functions to satisfy the real estate needs of the Ameriain people — and create jobs in the process. To that end, we ask 
your committee to enact a package of common sense patent reform m^ures that includes: 

Reform abusive demand letters: Require that patent demand letters include truthful, basic information. Patent trolls send 
vague and deceptive letters alleging patent infringement to demand unjustified payments from innocent individuals and 
businesses. Vague demand letters should not be used K» bully inncK^ent businesses into paying what amounts to protection 
money. 

Make trolls explain their claims; Require patent owrters to es|dain in detail the basis for the alleged infringement when they 
file a complaint. Current law does not require that a patent holder explan how a patent is infringed, or even identify the 
product involved, which makes it nearly impossible someone who has been sued to evaluate the case and decide how to 
proceed. 

Protect innocent customers: Ensure that claims between a p^ent owner and a manufacturer proceed before claims between 
the patent owner and the manufacturer’s end users. Under current law, anyone can be sued for infringement for simply using a 
product, system or method. We don’t want to change that Instead, it simply makes sense for cases against end users to be 
stayed in favor of cases involving the manufacturer. 

Make patent litigation more efficient: Make patent litigation more efficient so that weak cases can be dismissed before 
expensive discovery. Requiring patentees to explain and judges to decide what a patent means at the beginning of a case — the 
Markman hearing — ^narrows the case to the actual le^ issues in question, drives early resolutions and avoids unnecessary and 
expensive discovery. 

Stop discovery abuses: Require troUs to pay for the discovery they request beyond core documents so that they cannot run 
up costs just to force a settlement Since trolls don’t actually make or create anything, they have few documents to produce 
and no incentive to be reasonable in their discovery requests. Making trolls responsible for the costs of dieir discovery requesK 
that go beyond the core documaits needed to decide most patent issues will stop unreasonable demands made for negotiation 
leverage. 

Make abusive trolls pay: Require that a losing party who brings a frivolous case pay the other side’s attorney’s f^s — and 
make sure the troll can pay. Trolls currently have few barriers to litigation with no significant costs. A stronger presumptive 
fee-shifting statute and a mechanism to ensure court ordered fee shifting is enforceable will deter nuisance suits. 

Provide less expensive alternatives: Maintain and improve administrative alternatives to libation. Ensuring access to 
efficient and fair mechanisms to re-examine questionable patents will reduce litigation abuses and strengthen the patent 
system. 

To be clear, validly issued patents warrant full protection to spur American innovation and ensure that U.S. businesses thrive 
in increasingly competitive marketplaces at home and abroad. Our concerns are with patent trolls who have no interest in 
producing any goods or services, have not put the sweat equity into the irmovations they purport to protect, and simply wish 
to sue or otherwise coerce payments from real estate and other companies. The reforms we suggest above would not have a 
chilling effect on inventors who iegjcimacely seek to protect their hard-earned intellectual property. Our recommendations 
would provide the U.S. real estate sector with the freedom it needs to operate within a rebounding economy. 

We look forward to working with you as patent reform legislation moves through your Committee and the full Senate. 

Sincerely, 



Chris Polychron 

2015 President, National Association of REALTORS® 


cc: U.S. Senate Committee on the Judiciary 
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Introduction 

Chairman Vitter, Ranking Member Cardin, and members of the Senate Committee on 
Small Business and Entrepreneurship, on behalf of the National Retail Federation (NRF) and its 
communities, the National Council of Chain Restaurants and Shop.org, I appreciate the 
opportunity to submit this written statement to the Committee in connection with its hearing 
entitled, "Patent Reform: Protecting Innovation and Entrepreneurship," held on March 19, 2015. 

NRF is the world’s largest retail trade association, representing discount and department 
stores; home goods and specialty stores; Main Street merchants; grocers; wholesalers; chain 
restaurants; and Internet retailers from the United States and more than 45 countries. Retail is the 
nation’s largest private sector employer, supporting one in four U.S. jobs and 42 million working 
Americans. Retail contributes $2.6 trillion to armual GDP and is a daily barometer for the 
nation’s economy. Retailers create opportunities for life-long careers, strengthen communities, 
and play a critical role in driving irmovadon. 

Retailers are Siuniflcantlv Impacted by Abusive Patent Litigation Practices 

Members of the National Retail Federation appreciate the attention the Committee is 
paying to the issue of abusive patent litigation practices and their harmful effect on 
entrepreneurship and itmovation. The overwhelming majority of retailers are small businesses, 
with ninety-five percent of retail companies operating only one location and more than ninety- 
eight percent of all retail companies employing fewer than fifty people.' Many of these retailers 
are using capital resources to settle with or fight patent trolls’ infringement claims that they 
would otherwise use to invest in their businesses, engage in their communities, and create jobs. 

Retail, at its core, is a highly competitive industry, and many retailers are using cutting- 
edge innovative technology, especially in online and mobile retailing, to expand and grow their 
businesses. Patent trolls, who are not investing in technological innovation, providing jobs or 
giving back to their communities, employ tactics that target retailers and cut at the heart of this 
growth and ingenuity. 

In recent years, hundreds of retailers have contacted NRF about this issue because they 
have been, or are currently, the target of patent trolls’ abusive behavior. The threat typically 
comes from firms whose business model is buying obscure patents that are about to expire and 
then either licensing the patents to retailers through the threat of litigation or filing lawsuits in an 
effort to force a settlement. Often retailers will choose to pay the licensing fee because patent 
litigation is prohibitively expensive. 

Patent trolls employ a strategy that focuses on businesses such as retailers and restaurants 
because businesses that “use” technology, but don’t manufacture it, are more numerous. One 
manufacturer or vendor may supply a product or service to thousands of retail end users. Thus, 
there are many more entities from which to demand a royalty. End user retailers are also easy 
prey because they lack the legal resources and in-house expertise to fight complex patent 


' Price Waterhouse Coopers, “The Economic Impact of the U.S. Retail Industry,” September 2014, 

https://nrf.com/sites/defauIt/files/Documents/The%20Economic%20Impact%20of%20the%20US%20Retail%20Ind 

ustry%20REV.pdf 
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infringement claims. Compared to high tech companies, retailers typically operate on thin profit 
margins. Patent trolls, knowing that retailers lack technical expertise; that retail stores operate on 
thin margins; and that patent litigation is exorbitantly expensive, will often price a settlement 
demand (which may still be in the millions) below the cost of litigating, effectively blackmailing 
a retailer into settlement. 

In 2012, patent trolls sued more non-tech Main Street companies than tech companies.^ 

In 2013, the number of patent cases filed continued to grow rapidly and increased by 25%.^ On 
April 23, 2014, more new patent lawsuits were filed on a single day than on any other day in at 
least the last 14 years.'* And so far in 2015, patent lawsuit filing has surged. Four hundred 
ninety-nine patent litigation cases were filed in February, marking the third straight month-on- 
month increase in patent lawsuit filing.’ This is an abuse of the system. 

The patent troll problem also impacts retailers’ relationships with their suppliers and 
vendors. Retailers now shy away from engaging with small technology providers out of fear of 
increased litigation brought by patent trolls. Retailers want to meet customer demands and 
expectations through technology and innovation. The patent trolls have created a chilling effect 
on retailers’ incorporation of technology in their stores and online. The time is now to take back 
the patent litigation system and return it to its original purpose: fostering innovation and 
investment that benefits the entire economy. 

Legislation is Needed to Protect Retailers from Patent Troll Abuses and Frivolous Lawsuits 

Legislation is necessary to curb patent trolls’ abusive practices and protect retailers and 
other end users of technology from frivolous patent infringement lawsuits. In order for patent 
reform legislation to be effective, it must include several key provisions: to reform abusive 
demand letters; to make trolls explain their claims; to protect innocent customers; to make 
patent litigation more efficient; to stop discovery abuses; to make abusive trolls pay; and to 
provide less expensive alternatives. The incorporation of these key provisions will help ensure 
that Congress passes strong, common sense patent reform. 

Reform Abusive Demand Letters 

Patent trolls often assert infringement claims by sending reams of vague, misleading, or 
deceptive letters, targeting small and medium-sized businesses. Rather than taking the time and 
expense to appropriately file a proper lawsuit, patent trolls use these so-called “demand letters” 


^ Colleen Chien, “Patent Trolls by the Numbers,” Patently-O, March 14, 2013, 
http://www.patentlyo.coin/patent/2013/03/chien-patent-trolls.html 

’ Price Waterhouse Coopers, “2014 Patent Litigation Study," July 2014, http://www.pwc.com/us/en/forensic- 
services/publications/2014-patent-litigation-study.jhtml 

'* Ryan Davis, 'Draft Patent Troll Bill Spurs Huge Spike in New Suits,” Law360, May 2, 2014, 
http://www.law360.coni/articIes/533893/draft-patent-troll-biII-spurs-huge-spike-in-new-suits 
’ Michael Loney, “US Patent Litigation Surges in February, Driven by Software Cases,” Managing Intellectual 
Property, March 10, 2015, http://www.managingip.com/Article/3434536/US-patent-litigation-surges-in-February- 
driven-by-software-cases.htm! 
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to coerce these businesses into immediately purchasing expensive licenses of uncertain value or 
face the threat of protracted and costly patent litigation. 

Demand letters, often sent to hundreds of businesses at once, are typically mass-produced 
form letters that have few or no facts about what alleged infringement has supposedly occurred. 
Not only do the demand letters fail to include information about the patent that is allegedly being 
infringed, but they also fail to disclose what the business being sued has done to infringe it. The 
only information that patent trolls strive to make clear in their demand letters is the threat of a 
costly lawsuit. While most recipients of patent troU demand letters are likely not infringing 
patent rights, they will often pay what amounts to extortion to the troll through expensive 
attorney fees for legal advice, exorbitant litigation costs in court, or hefty settlement sums 
because it is a practical business decision. It is more cost effective to settle rather than fight a 
bogus claim. Retailers use not only capital resources to investigate and subsequently fight or 
settle these claims, but human resources are also diverted to address patent infringement claims. 
These are resources that retailers would prefer to invest in their businesses, engage in their 
communities, and create jobs. 

Patent trolls target small businesses with demand letters that are usually not related to 
their primary business. Rather, the troll is often accusing retailers and other Main Street 
businesses of infringement for using a commercial product such as a printer, a Wi-Fi router, a 
machine tool, a piece of hardware, or a type of internet technology the business purchases from a 
commercial vendor to use in its own operations. Patent trolls’ claims not only effect e-commerce 
and mobile retailing, but also the operations of traditional “brick and mortar” retail stores. These 
types of claims purport to cover the printing of receipts at cash registers, the sale of gift cards, 
and the connection of any device (such as a computer or printer) to an Ethernet network. 
Recently, patent trolls have sent demand letters to dozens of Main Street businesses about 
technology related to transportation, cargo shipment, and package tracking and delivery. 

For new legislation to be effective, it must require that demand letters be more specific 
and transparent. Demand Letters must reveal the actual identity of the patty with the financial 
interest who is making the demand, not just a web of shell companies. Any party with an 
ultimate financial interest in any recovery, excluding those owning less than ten percent of the 
voting shares of a publicly traded corporation, must be disclosed. Moreover, the letter must 
include the patent numbers of the allegedly infringed patents; the model numbers or trade names 
of accused products or services; the factual basis for the infringement claim; and whether the 
patent has been the subject of a RAND declaration or commitment to any standard setting 
organization. 

Make Patent Trolls Explain Their Claims 

Patent trolls, which produce no products or services themselves and instead only threaten 
and sue productive businesses that do, often file tens to hundreds of cookie-cutter lawsuits that 
include no real details. When a patent troll files a lawsuit today against a defendant alleging 
patent infringement, the patent troll does not have to explain in the lawsuit how their patent is 
supposedly infringed. Additionally, the patent troll is not required to identify the actual product 
that is allegedly committing patent infringement or how it infringes on the patent. 
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When a patent troll files an infringement claim that contains no details against a 
legitimate business, that business is left completely in the dark as to its actions or products that 
are allegedly infnnging a patent. As a result, businesses cannot prepare an answer to the claim, 
design a defense strategy, or even figure out which documents need to be collected and 
produced. Patent trolls exploit this known inequity in the patent litigation system to target 
retailers, restaurants, and other Main Street businesses, making the discovery process an 
unfettered and expensive fishing exposition for some unknown and undefined alleged 
infringement. 

Retailers support legislation that requires patent infringement claims include a clear 
statement containing basic information such as which patent has been infringed and what the 
defendant has to done to allegedly infringe it. Moreover, patent lawsuits must identify the model 
number of each accused product or process and each party with any financial interest in any 
recovery, excluding those owning less than ten percent of the voting shares of a publicly traded 
corporation. Making patent trolls explain their claims is the only way to level the playing field 
and defend small American businesses from patent troll’s extortive schemes. 

Protect Innocent Customers 

Traditionally, discussions about patent litigation focused on two parties — a patent holder 
and the manufacturer of a product that allegedly infringes the patent holder’s patent. Under 
current law a third party, or the “end user,” can also be sued for patent infringement simply for 
using a product in their day-to-day business. Increasingly, patent trolls are targeting end users, 
including retailers of all sizes, by suing them for patent infringement or demanding extortionate 
settlement payments. 

Patent trolls target end users simply for their use of everyday commercial off-the-shelf 
products. In the real world, these targets have included retailers that offer their customers free 
Wi-Fi; restaurants that provide nutrition calculators to their customers; retailers that put a 
clickable shopping cart icon on their websites; grocers that use aisle scanners to keep track of 
where food is shelved in their stores; and retailers who link to their website within their mobile 
app. Patent trolls target businesses on Main Street, ranging from retail to restaurants to hotels to 
non-profits to realtors to homebuilders, because there are so many more end users than 
manufacturers. 

Most end users operate in non-technical industries and therefore lack technical expertise 
with the patented subject matter because the patented technology is merely ancillary to their 
businesses, such as patented products like Wi-Fi routers. It follows that end users also lack 
familiarity with patent litigation and are not in an advantageous position to judge the merits of a 
patent troll’s threat or lawsuit. All of these factors set end users apart from patentees and product 
manufacturers and make them particularly attractive victims to patent trolls who are looking for 
quick settlements. End users are more likely to avoid the costs and risk of litigation by settling 
claims, even if they are meritless. 
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For new legislation to be effective. Congress should ensure that when a product 
manufacturer and end user are both involved in infringement actions involving the same products 
and patents, the claims between the patent owner and manufacturer will proceed first — and the 
claims between the patent owner and the manufacturer’s end users will be put on hold until the 
manufacturer case is resolved. 


Make Patent Litigation More Ejficient 

In a patent or patent application, the invention for which the U.S, Patent and Trademark 
Office has granted permission is clearly defined. Conversely, claims on patents, particularly 
technology products, are overly broad and not clearly defined. With such a wide scope, patent 
litigation claims are drawn out and disputed while trying to determine the meaning behind the 
claim, significantly increasing legal costs. 

Overly broad and unclear patent claims that are stretched far beyond the original 
invention lead to an extraordinarily expensive and inefficient discovery process for the victims of 
patent trolls. Locating, reviewing, and producing huge quantities of documents costs thousands, 
if not millions, of dollars. Because trolls have no operating business of their own and thus very 
few documents, they face no corresponding burden in litigation. Trolls use this to their 
advantage by attempting to make litigation so expensive that their victims just settle. Because 
trolls specialize in picking on smaller companies, this is usually a very successful tactic for trolls 
as their victims lack the resources to fight the claim in court, even when they have a valid case. 

One way to help companies fight patent trolls is to delay discovery until the judge rules 
on the appropriate meaning of key words and phrases in these unclear and poorly defined patent 
claims, known as “Markman,” or a “claim construction ruling,” In many cases, Markman 
quickly resolves the dispute by establishing that the defendant does or does not infringe. 

Delaying discovery until after this point will save many innocent defendants from huge and 
unnecessary expense. 

Requiring that patent trolls explain and that judges decide what a patent means at the 
outset of the case will allow patent litigation to be more efficient and remove some of the 
asymmetry from the system. Early Markman rulings will drive early resolutions, preserve scarce 
judicial resources, and avoid unnecessary and expensive discovery for the parties involved. This 
way, a patent troll will be forced to withdraw its case if its erroneous definition is rejected by the 
court. In the event that a patent troll’s definition is accepted by the court, an early Markman 
decision will allow courts to consider sununary judgment motions, promoting settlement. A 
more efficient patent litigation process will greatly reduce the time and money wasted on 
discovery and litigation for baseless claims, while still preserving patent holders’ rights to pursue 
legitimate cases. 

Stop Discovery Abuses 

Patent litigation is notoriously expensive. A large portion of that expense comes from the 
costly discovery process when parties must disclose all of the relevant facts and documents to the 
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other side prior to trial. In patent cases, only a small number of the thousands of produced 
documents are ever even relevant to liability determinations and most of those are core 
documents. While defendants are forced to waste significant resources producing non-core 
documents, patent trolls are largely unaffected by the cost and burden of discovery. Due to the 
fact that patent trolls, as Non-Practicing Entities (NPEs), do not produce or create goods or 
services, they therefore possess very few core and non-core documents. NPEs continue to play a 
growing role in patent litigation. In 2013, NPEs filed 67% of all new patent infringement cases, 
compared to 28% in 2009.* This inequity in the discovery process enables patent troUs to 
employ one of their most abusive tactics: seeking expansive discovery to impose significant 
expenses on defendants as early as possible in the legal process to force quick cash settlements. 
Small businesses simply cannot afford a long and protracted discovery process. 

Courts have the power to limit excessive and abusive discovery requests by aOowing only 
discovery that is proportional to the value of the case. Requiring all parties to pay for the 
discovery they request beyond core documents in no way interferes with a court’s discretion. 

The court will still set the schedule, decide what motions to follow, and make all decisions 
regarding which documents should be subject to discovery. Judges can retain discretion to waive 
the requirement of paying for requested discovery when the interest of justice requires it. A 
discovery cost-shifting provision does no more than incentivize both parties to be judicious in 
their discovery requests by only asking for information that is useful, relevant, and necessary. 

Retailers believe that the party seeking discovery beyond core documents pays for any 
associated costs, including reasonable attorney’s fees. This will stop unreasonable patent troll 
demands and make litigation more efficient. The involved parties would still be able to obtain 
the documents they need, but trolls will not be able to abuse the discovery process to force 
innocent parties to pay settlements just to avoid crushing legal fees. Altering the incentive of the 
parties in this way will actually lessen the number of discovery disputes and free judges to focus 
on more fiuitful and substantive aspects of case management and dispute resolution. 

Make Abusive Trolls Pay 

Patent trolls are often just shell companies with no assets established for the sole purpose 
of being immune from judgment if faced with sanctions or fee demands by a court. This setup 
enables patent trolls to often file dozens, and in some cases, hundreds of lawsuits in a single day 
even though they likely know the cases have little or no merit. Even though this behavior wastes 
the court’s time and costs the businesses they sue thousands in legal fees, the patent trolls do not 
care because there is no penalty for this behavior under current law. 

Trolls leverage the significant expense of patent litigation to force defendants to settle to 
avoid the millions of dollars required to defend a suit. Even successfully defending against a 
meritless patent suit can cost over $1 million in legal fees for a small business and an average of 
over $6 million for a larger company. Under current law, patent trolls face no similar costs or 
downside risk. Given how costly it is to go to court, many defendants, even those who know 
they have not committed any patent infringement, therefore simply choose to settle the case and 


* Price Waterhouse Coopers, “2014 Patent Litigation Study,” July 2014, http://www.pwc.com/us/en/forensic- 
services/publications/20 1 4-patent-litigation-study .jhtml 
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pay the patent troll off. It is the inequities in current law that force legitimate businesses to 
choose the lesser of two evils and pay the trolls that make the patent troll business model 
profitable and attractive. Winning parties in truly frivolous patent cases should be awarded 
reasonable fees and expenses by the losing party. This solution would make the patent troll 
business model less attractive and less profitable. 


Provide Less Expensive Alternatives 

Patents have been an important part of the American economy and legal system since the 
country was founded. The framers of the Constitution thought it so important to protect the rights 
of inventors that they gave Congress the power to create the patent systent in order “to promote 
the progress of science and useful arts.” The system has served us well, and set the stage for the 
innovation that has made our country successfiil and innovative for more than two centuries. 

Unfortunately, in the past decades individuals and companies have found ways to exploit 
the patent system, leeching money from it without contributing any innovation or invention 
whatsoever. Patent trolls acquire vague or overly broad patents not to invent or sell products but 
to sue and shake down American job creators. It would be prohibitively expensive and 
practically impossible for a productive company to determine whether it may be infringing every 
one of the one million active U.S. patents. As a result, companies are hit with lawsuits covering 
the fundamental backbone technologies that enable the e-commerce we all take for granted — 
such as transacting business over the Internet, displaying product images, or the icons we click 
on web pages. 

The granting of poor quality patents has fueled patent trolls and has led to numerous 
lawsuits and demands for royalty payments. Patent trolls have few assets, other than the patents 
themselves, sustaining themselves through litigation and sucking millions of dollars out of the 
pockets of consumers and the businesses they target each year. 

Congress needs to protect and improve existing administrative alternatives at the U.S. 
Patent and Trademark Office (PTO) as a less expensive alternative to litigation for businesses to 
combat patent trolls. Any reforms made by Congress to the patent litigation system must, 
minimally, preserve, if not strengthen, the PTO’s existing procedures for preventing litigation 
abuses. 

Conclusion 


The exorbitant costs associated with seeing a court case through to final adjudication are 
startling for retailers, especially small businesses. We have heard from our members that they 
spend as much as one million dollars or more annually on patent troll-related expenses and 
settlement agreements. These expenditures and the employee hours diverted to fighting patent 
trolls are precious capital resources that retailers would rather reinvest in their businesses. 
Because many retailers do not have these types of resources to redirect to fight patent trolls, they 
often will settle the claim when they receive their first demand letter to make the problem go 
away. 
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Addressing this abusive and growing patent litigation problem with common sense 
reform will help release retailers from the controlling grip on their industry that patent trolls 
currently enjoy. Because the retail industry contributes $2.6 triOion to our nation’s annual GDP, 
removing or even loosening this grip on retailers will allow innovation and growth to flourish, 
and undoubtedly benefit the overall U.S. economy. 

Multi-faceted patent litigation reform needs to include provisions that reform abusive 
demand letters; make trolls explain their claims; protect innocent customers; make patent 
litigation more efficient; stop discovery abuses; make abusive trolls pay; and provide less 
expensive alternatives to costly litigation. Effective legislation is about stopping the patent 
trolls’ lucrative business model of asserting meritless patents and getting shakedown settlements. 
Only Congress can pass reform needed to put them out of business for good. 

We appreciate your leadership, and NRF looks forward to working with you to address 
this grotying and costly problem. 
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FOR IMMEDIATE RELEASE Contact: Ben Veghte 

March 3, 2015 Phone: 202-864-5923 

NVCA Announces Support for STRONG Patents Act of 2015 

WASHINGTON, DC - The National Venture Capital Association (NVCA) today announced its 
support for the STRONG Patents Act of 2015 after the legislation was introduced in the Senate 
by Senators Chris Coons (D-DE), Dick Durbin (D-IL) and Mazie Hirono (D-Hi). 

"The right to protect one's ideas is a bedrock principle of our country and a vital component to 
the health and well-being of the entrepreneurial ecosystem. I commend Senator Coons and his 
colleagues for introducing legislation that will bring appropriate reforms to our patent system," 
said Bobby Franklin, President & CEO of NVCA. "The venture community is a strong advocate 
for patent reform and believes steps should be taken to curb abusive behavior while also 
maintaining a robust patent protection system so that small startup entrepreneurs can defend 
themselves and their patent rights. While we look forward to working with lawmakers to help 
improve the legislation at it makes its way through Congress, we believe this is a good start and 
are supportive of the STRONG Patents Act." 


### 

Venture capitalists are committed to funding America's most innovative entrepreneurs, 
working closely with them to transform breakthrough ideas into emerging growth companies 
that drive U.S. job creation and economic growth. As the voice of the U.S. venture capital 
community, the National Venture Capital Association empowers its members and the 
entrepreneurs they fund by advocating for policies that encourage innovation and reward long- 
term investment. As the venture community's preeminent trade association, the NVCA serves 
as the definitive resource for venture capital data and unites its nearly 400 members through a 
full range of professional services. For more information about the NVCA, please visit 
www.nvca.ore . 
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STATEMENT 


PhRMA Statement on introduction of STRONG Patents Act of 2015 

Washington, D.C. (March 3, 2015) — Pharmaceutical Research and Manufacturers of America 
(PhRMA) senior vice president. Chuck Clapton, provided the following statement in response to 
introduction of the Support Technology and Research for Our Nation's Growth Patents Act of 
2015 ("STRONG Patents Act"): 

"PhRMA commends Senator Coons for his recognition of the critical role that patents play in 
driving innovation, including in the biopharmaceuticai industry, by enabling our companies to 
invest In the research and development needed to discover new treatments and cures. We 
appreciate Senator Coons' willingness to draft legislation that seeks both to ensure fairness in 
post-grant proceedings at the Patent and Trademark Office, and to minimize abusive patent 
litigation where it exists. We look forward to working with Senator Coons and other members 
of the Senate Judiciary Committee on legislation to address abusive practices in patent 
enforcement without inadvertently weakening the ability of legitimate patent holders to 
protect and enforce legitimate patent rights." 


### 


About PhRMA 

The Pharmaceutical Research and Manufacturers of America (PhRMA) represents the country's 
leading innovative biopharmaceuticai research companies, which are devoted to discovering 
and developing medicines that enable patients to live longer, healthier, and more productive 
lives. Since 2000, PhRMA member companies have invested more than $550 billion in the 
search for new treatments and cures, including an estimated $51.1 billion in 2013 alone. 

Connect with PhRMA 

For information on how innovative medicines save lives, please visit: 
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Startup Investors Nationwide Support Broad Patent Reform 

17 March 2015 
Dear Congress: 

Each year, we invest hundreds of millions of dollars in software and information technology 
businesses and other emerging technologies. Together with other investors, we commit more than $1 
billion annually in angel and venture capital that ensures continuing growth of young, high-tech 
companies employing 1.4 million people. Collectively, we have Invested In companies such as Netflix, 
Twitter, Facebook, Dropbox, Palantir, Kickstarter, and countless other technologies that power 
American businesses everywhere. 

This investment has spurred a startup ecosystem that has created world-changing technologies, and 
Is responsible for all net new job growth in the United States. Despite this, we find our portfolio 
companies facing a dangerous patent troll problem. When a troll sues, or even threatens, a small 
startup, the results can be disastrous. Many of us have seen young companies fail in the face of such 
threats. In fact, a recent survey found that 70% of VCs have portfolio companies that have received 
patent demands, the majority of which come from so-called patent trolls. This is not sustainable. 

To promote continuing growth in our startup economy, we need comprehensive patent reform 
legislation that will provide small companies the tools to fight back against patent trolls and will curb 
the worst behavior of the most egregious actors. Specifically, legislation should: 

• Increase transparency by requiring patent trolls to specify. In complaints and demand letters, 
which patent and what claims are infringed, specifically how the offending product or 
technology Infringes, and who is the real owner of the patent(s) at Issue. 

• Limit the scope of expensive litigation discovery, which pushes companies to pay unjustified 
settlements priced cheaper than defending against spurious claims. 

• Allow courts to use their discretion to require patent trolls to pay legal fees and other costs 
incurred by prevailing defendants. 

• Protect end users of technology (e.g., wi-fi, printers and scanners, and APIs) from being liable 
for infringements by technology providers. 

Many of our companies own patents, and we believe in a robust patent system. We do not want to 
undermine legitimate enforcement of properly-issued patents by responsible patent owners. 

Moreover, we are encouraged by recent changes to the system. However, tens of thousands of 
patents are still issued every year in the high-tech space alone, many of which will end up being 
exploited by trolls during their 20 years of life. Litigation by non-practice entities has Increased 
tenfold in the last decade and only comprehensive legislation will effectively reverse that trend. 

Our Constitution favored a patent system to incentivize innovation and benefit all Americans. 
Unfortunately that system has been hijacked by some intent on exploiting Patent Office weakness, 
and all too frequently It now hinders innovation and chills investment, harming the new companies it 
was designed to foster and imposing a patent troll tax on new technologies. We urge Congress to 
immediately pass comprehensive patent reform legislation that will restore balance to the system. 
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Partner, Greylock Partners 
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Co-Founder, Y Combinator 
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Trevor Loy 
Flywheel Ventures 

Ralph Mack 
CEO, Mack Capital 

John Malloy 

General Partner and Co-Founder, 
Blue Run Ventures 

Chris Marks 

High Country Venture 

Jim Marshall 
Managing Director, SVB 
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General Partner, Bowery Capital Pritzker Venture Capital Group 


John Burbank 
Founder, Passport Capital 


Jay McCarthy 

Partner, SparkLabs Global Ventures 
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Brad Burnham 

Partner, Union Square Ventures 
John Buttrick 

Partner, Union Square Ventures 
Kellan Carter 

Associate, Ignition Partners 
Steve Case 

Chairman and CEO, Revolution 
Peter Chang 

Partner, SparkLabs Global Ventures 


Lon Chow 

General Partner, Apex Venture Partners 


Dan Ciporin 

General Partner, Canaan Partners 

Jeff Clavier 
SoftTechVC 

Andrew Cleland 

Managing Director, Comcast Ventures 
Jeremy Conrad 

Founding Partner, Lemnos Labs 
Ron Conway 

Founder and Managing Partner, SV Angel 

Topher Conway 
General Partner, SV Angel 

Ronny Conway 
[A] Capital 

Jordan Cooper 

Founder, Wildcard & Partner, Lerer Hippeau 
Ventures 

Rafael Corrales 
Venture Capitalist 


Jim McKelvey 
Cultivation Capital 

Andrew McLaughlin 
BetaWorks and Digg 

Joe Medved 

Partner, SoftBank Capital 
Frank Meehan 

Partner, SparkLabs Global Ventures 

Josh Mendelsohn 
Hattery 

Jason Mendelson 

Co-Founder and Managing Director, 
Foundry Group 

Matt Miller 

Managing Director, Walden Venture Capital 
Jeb Miller 

General Partner, Icon Ventures 

Zachary Miller 
[A] Capital 

Bernard Moon 

Partner, SparkLabs Global Ventures 

Howard Morgan 
Partner, First Round Capital 

Dave Morin 
Slow Ventures 

Bubba Murarka 
Partner, DFJ Venture 


Michael Neril 
Venture Capitalist 


Kevin O'Connor 

Startup Founder & CEO/Angel Investor 


Mark Cranney 

Partner, Andreessen Horowitz 


Charlie O'Donnell 
Brooklyn Bridge Ventures 



138 


Mark Cuban 

Investor in over 70 startups 
Rob DeMillo 

Partner, SparkLabs Global Ventures 

Satish Dharmaraj 
Partner, Redpoint Ventures 

Chris Dixon 

General Partner, Andreessen Horowitz 

Peter Esperago 
Cultivation Capital 

Brad Feld 

Co-Founder and Managing Director, 
Foundry Group 
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Senator Coons. Let me, in the time I have left, ask a question 
or two. 

Ms. King, your testimony goes to the heart of my interest and 
concerns about this debate, and I am appreciative of your support 
for the STRONG Patents Act. 

You explained that in raising $64 million just to support your 
R&D pipeline focused on patients with sickle cell anemia, it was 
possible only because of the strength of your patent portfolio. 

And you note every biotech exec has stories to tell about very 
promising compounds that ultimately did not work out and the 
risks taken. 

And your comment: The injection of additional systemic uncer- 
tainty by making the enforceability of patents more uncertain neg- 
atively affects which new cures and treatments may be available 
a decade from now. 

So let me just summarize that in plain terms. If we make it 
harder for a small company like yours to enforce your patent 
rights, they will suffer from less external investment and narrow 
the scope of diseases we could otherwise hope to cure in the next 
decades. 

Ms. King. Absolutely. 

Senator Coons. Is that right? 

Ms. King. Yeah, that is absolutely correct. 

And, as I said at the end of my testimony, we have so much work 
still to do in terms of diseases that need to be treated that we real- 
ly have to thoughtfully continue to incentivize investment in this 
sector. 

And, the ability to hold and to defend and to really depend upon 
patents is critical to our ability to raise the amounts of money that 
we need to raise over the long periods of time for which we have 
to get the investment. So it is absolutely critical to us. 

Senator Coons. And Mr. Molino just commented that it is too 
early for us to try and address abuses in the Inter Partes Review 
or the post-grant review processes. 

Isn’t that abuse actually directly affecting the ability of compa- 
nies like yours to attract and sustain investment? 

Ms. King. Yeah. Well, the example you gave is a biotech com- 
pany, and the difference we have in biotech versus some other in- 
dustries is that our products have very few critical patents associ- 
ated with them. So, unlike a cell phone that may have hundreds 
of patents, you know, we might have a drug that has one or two 
critical patents, and that is why it is so open to the possibility of 
abuse if someone files an IPR against us. So these are extremely 
problematic, currently. 

Senator Coons. Well, my core view is that how you see patents 
and their importance, in some ways, depends on the sector you are 
in, whether you are in software or in bio or pharmaceuticals or ma- 
terials. 

And we should first do no harm. We should not address — we 
should not adopt a legislative solution that is so over-broad that it 
will kill the ability of a small inventor to defend their patent or 
that will impart other agendas into trying to fix the real patent 
troll issue in a way that defeats the ability of patent owners to ex- 
ercise their right. 
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I see I am out of time. 

Thank you very much, Mr. Chairman, for bringing this hearing 
forward today. 

Chairman ViTTER. Thank you. Senator. 

Senator Cantwell is next. 

Senator Cantwell. Thank you, Mr. Chair. 

You know, my colleagues comments provoke me to comment on 
the last — the bill that we passed. I think we do need to take inven- 
tory of where we are and what it has done to impact small inven- 
tors. 

But I think I want to turn — keep going with you, Ms. King, on 
the issue of the uniqueness of the biotech industry and on the pat- 
ents and how you think this litigation reform proposal will impact 
the industry uniquely. 

And I also see where the House already did like a carve-out on 
some generic drugs and so if you would comment on that as well. 

Ms. King. As far as the challenges that we face, I mean, because 
our products, as I said, are often covered by just a very few number 
of patents, if any one of those is challenged or invalidated, it has 
a great impact on our ability to raise money and on the value of 
the 

Senator Cantwell. And I think what people do not understand 
is juxtaposed to Mr. Molino’s group, who can build and ship a prod- 
uct, or show you a beta, in 6 months, you sometimes have to work 
for 18 for 20 years before you can even — and you have to get cap- 
ital during that whole process. 

Ms. King. Yeah, exactly. And if we are successful at our com- 
pany, it is going to take us about 15 years and tens of millions of 
dollars to get our first drug on the market. 

And so we have successfully raised a lot of money so far, but we 
are constantly continuing to face that issue. 

And so, if our patents were to be invalidated, that would com- 
pletely undermine our ability to raise the funds to go through that 
long period of time that is required for our development. 

Senator Cantwell. Okay. And any comments about what the 
House is looking at — various legislation where they would do carve- 
outs? 

Ms. King. Actually, I am not familiar with the specific carve-out. 

Senator Cantwell. Okay. We will get you information on that. 

Mr. Molino, what about the software innovations and recent de- 
velopments? Do they raise concerns for you? 

Mr. Moling. Yes. Thank you very much. Senator. 

The Supreme Court recently ruled on a case involving software 
patentability called Alice v. CLS Bank. One good thing about that 
decision is it reaffirmed the patentability of software, which some 
have questioned. However, the Supreme Court did not provide a 
ton of guidance for lower courts on how they should analyze these 
types of cases. 

So our organization is very active in working with both the PTO 
to ensure that software patents remain available and also through 
our amicus filings in court to try to give lower courts and the PTO 
sufficient guidance on how to analyze these cases. 

Thank you. 
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Senator Cantwell. Well, I think, Mr. Chairman, I am glad you 
are having this hearing and certainly support efforts to make sure 
that small businesses and their innovations are protected. 

So I think looking at what we did — and, again, to my colleague’s 
point, it would have been great if we did major reform and pro- 
tected the dollars in the patent office, but we did not accomplish 
that, and then moving first to — I am sorry. Moving to the European 
model I also do not believe is helping us. 

But I think let’s see what the patent office is coming up with in 
details, and let’s look at it. 

Thank you. 

Chairman ViTTER. Great. Thank you. 

Next is Senator Ernst. 

Senator Ernst. Thank you, Mr. Chair. 

And I appreciate the witnesses’ testimony today. So thank you 
for being here and raising such an important issue on a wide range 
of interests, especially to Iowa, from small businesses and indi- 
vidual inventors to our universities as well. And so we look at larg- 
er agricultural and biotech companies. Many of them are inter- 
ested, very interested, in this topic. 

So I know that Senators Leahy and Lee have been pursuing leg- 
islation to prevent misleading demand letters, specifically making 
it an unfair trade practice. 

And do you believe that this should be part of an approach with- 
in patent reform? Could any of you answer that, please, and your 
thoughts? 

Mr. Schmidt. Well, unfortunately, you missed my comment on 
H.R. 9, which to a large extent is very similar to what Leahy and 
Lee were pushing in the Senate last year. Our concerns are numer- 
ous about this. 

First thing, I want to put some historical perspective on this 
whole patent issue because we went through this in the 1990s with 
General Motors, and it is always about large, dominant players 
weakening patents because market-dominant companies do not 
need patents. And all patents do is keep them from keeping their 
market share because it is these new patents that are going to 
come and eat their lunch and eventually put them out of business. 

So it was the AT&Ts of the world that were supporting this pre- 
viously, and you know, now they are gone. And GM is, you know, 
a new GM. 

And so we are going to see that with these new market-dominant 
companies if we can keep a strong patent system, and so this is 
very important to be able to allow our companies to have creative 
destruction with new patents. 

Senator Ernst. Thank you. 

Any other thoughts from the panel? 

Yes, sir. 

Mr. Moling. So, yeah, thank you very much for the question. 

From our members’ perspective, we are in favor of figuring out 
how to end the widespread sending of bad faith demand letters. We 
think it is a real problem. We think it preys on those that are the 
least educated on this with regard to the patent system, and it 
should be stopped. 
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At the same time, we also note that a lot of states are imple- 
menting their own laws, and for national companies it is very chal- 
lenging to try to navigate various state laws that can be very spe- 
cific. 

So, from our perspective, not only do we want to end the wide- 
spread sending of bad faith demand letters, but we would like to 
have a national standard for that as well. 

Senator Ernst. Okay. Any other thoughts? 

Yes, sir. 

Mr. WiNWOOD. Well, Senator, I would just say that last year Sen- 
ator Leahy introduced legislation in the last Congress, 1720, which 
we were quite supportive of It was withdrawn later in the session, 
but that approach was one that was favored pretty well by all of 
the higher education association groups last year. 

Senator Ernst. Very good. Thank you. 

And, following up with that, as we talk about our universities, 
how do we balance the interests of the universities, smaller compa- 
nies, larger technology and biotech? 

Many patent holders have the legitimate rights and claims that 
need to be available to them, but we also have a litany of frivolous 
law suits, legal tactics that are causing significant challenges to 
small businesses and inventors. So there has to be a balance that 
we can find. 

And, to all of you, if you were a legislator for a day, what would 
be your answer? 

Ms. King. I want to, first of all, acknowledge the complexity that 
you reference because it is absolutely correct that this is chal- 
lenging to find a balanced perspective. 

I think that the best thing that we can do now is to go after what 
we know are examples of abuse because a lot of the system actually 
does work pretty well in terms of getting patents. You know, we 
can be proud of what we have been able to accomplish in this coun- 
try with the system that we have. 

However, I think we can improve it, and I think we can certainly 
address abuses. 

The bill that Senator Coons and others have introduced, I think, 
does that quite well. So I would support that STRONG Act. I think 
that is a great step in the right direction. 

Mr. Moling. So we are also very interested in trying to prevent 
abuses — abuses that we know have been going on in the litigation 
system for well over a decade. 

So the things that we would be most interested in are just mak- 
ing sure: 

That when somebody actually files a case they clearly disclose 
why they are filing the case and what their claims are; 

That we do not start really expensive discovery until we figure 
out what the scope of the case is going to be, and a judge issues 
an order in patent cases unlike any other case that actually does 
that, and do not start discovery until then; 

That we do implement a fee-shifting provision that only shifts 
fees if a party brings an objectionably unreasonable claim. 

Again, both sides of the — ^both defendants and plaintiffs would be 
subject to this standard. 
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And I think those are the main issues that we are concerned 
about. 

Senator Ernst. Okay. Well, I — ^yes, sir, did you have something? 

[Pause.] 

Well, I thank the witnesses very much. 

Thank you, Mr. Chair. 

Chairman ViTTER. Great. Thank you. 

And I think Senator Cardin has some final questions or 
thoughts. 

Senator Cardin. Well, thank you, Mr. Chairman. 

I, again, want to thank the witnesses not only for their testimony 
but their candid response. 

As I said in the beginning of the hearing, we are very concerned 
to make sure we protect intellectual property. Whether it is a uni- 
versity so that we can get tech transfer to create jobs, whether it 
is a large multinational company that needs to be protected in the 
United States on global competition, we are concerned. 

The focus of this Committee is on small business, and that is 
why I think it was particularly important to hear from a small 
pharmaceutical company and a small high-tech company that is 
dealing with adding to the technology and value of larger products 
as to how the system is working. 

What impressed me is that it seems to me that we can do a bet- 
ter job — and I am glad that Senator Coons is still here — in dealing 
with areas where there should not be much controversy. 

There should not be much controversy in requiring standing for 
someone to challenge. 

There should not be much controversy to go after those who try 
to manipulate the value of stock by what they do in order to make 
a profit on that. We should be able to correct that. 

We should be able to have more transparency in the process, that 
you know who is challenging. 

And, we should be altogether against abusive practices, whether 
it is challenging for the purposes of trying to get a nuisance settle- 
ment on your legitimacy to use a patent or to review a patent that 
you currently have. 

I think in those cases we should be able to come together. 

And I thank Senator Coons and Senator Hirono for their leader- 
ship, and Senator Durbin. 

I am not endorsing a bill today; do not get me wrong. 

But I do think it is important that we have to take action to deal 
with those types of abuses in a way that we can find common 
agreement among the different stakeholders because there is no 
disagreement that we want to end abusive practices and we want 
to protect legitimate patent rights. So let’s figure out where we can 
make some progress. 

And, lastly, I think there is also agreement that we have to make 
sure the resources are there in the patent office to give timely con- 
siderations to all these issues because it does delay the certainty 
that is necessary for Ms. King’s contemporaries and colleagues to 
be able to get the type of financing they need in order to do their 
very, very creative work. 

I applaud the creative people that are here for what you have 
done, and I know that there are people in Maryland and through- 
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out our country who are going to benefit from your creativity. And 
our economy certain benefits from a strong patent system that pro- 
tects that type of intellectual property. 

Chairman ViTTER. Great. I am going to move to Senator Coons. 

But before I do, I want to just say — ^briefly, because I am going 
to have to excuse myself and I am going to give the gavel to Sen- 
ator Cardin if that is all right — thanks to all of our witnesses. You 
are all great witnesses. 

This is actually the first hearing in D.C. of the Senate Committee 
on Small Business and Entrepreneurship this Congress. I think 
this was an extremely appropriate topic because, quite frankly, 
there has been a lot of discussion and some activity elsewhere that 
I do not think appropriately focuses on the role and the interest of 
small business entrepreneurs, including our universities. So I am 
very glad this was a robust discussion and our first hearing. 

And certainly, I am committed to continuing to recognize that 
patents are a fundamental property right that our founders recog- 
nized and valued, that is in the Constitution — we need to protect 
that — and that our U.S. patent system has been strong and unique 
in a good way, and we should not rush to match other parts of the 
world necessarily that have very different systems, I think, and are 
not as positive as ours, and that certainly small businesses and 
innovators and entrepreneurs are absolutely at the center of our 
economy and prospects for better economic growth. 

So, thank you. 

With that. Senator Coons. 

Senator Coons. Thank you. Chairman. 

That was a beautiful, thorough, broad summary. I could ask 
other questions, but frankly, I think we should let that be the last 
word. 

Thank you for calling this great hearing. 

Chairman ViTTER. You are just concerned about my handing the 
gavel to Senator Cardin, obviously. 

[Laughter.] 

Well, with that, thanks to all of our witnesses, and the hearing 
is adjourned. 

[^^^ereupon, at 11:29 a.m., the hearing was adjourned.] 
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Chairman David Vitter 

Committee on Small Business & Entrepreneurship 
United States Senate 
Washington, DC 20510-6350 

Subject: Response to SBE Questions 

References: 1. Vitter to Schmidt letter dated April 14,2015 

2. Senate SBE Committee Hearing of March 19. 2015 

Dear Chairman Vitter: 


April 28, 2015 


I thank you for allowing me to testify, and for this opportunity to provide further information 
on my testimony. Here are the Small Business Technology Council’s responses to your 
questions. 


1. Mr. Schmidt, Some small inventors have raised the issue of the "integrity loophole" 
caused by a court decision denying judicial relief to patent holders whose patents have 
been subject to fraudulent or sham petitions for reexamination at the PTO. Do you agree 
this is a problem and would you support Congress restoring a judicial remedy? 

Yes. This is ever>’ bit as important as solving the “troll problem.” For the last several 
years, Congress and the courts have chosen to focus on weakening patents to try and eliminate 
“trolls.” However, as the last 220+ years have proven, having a strong patent system has 
allowed America to develop an economy like no other. Recently, a number of court decisions 
and the America Invents Act have weakened patents, and our economy is suffering because of 
them. The purpose of any pending patent legislation should be to strengthen patents, not 
weaken them. Tire “integrity loophole” is one such example of weakened patents. 

The court decision which opened up the problem is Lockwood v. Sheppard, Mullin, 
Richter & Hampton, LLP, 2009 WL 9419499 (C.D. Cal. Nov. 24, 2009) (holding plaintiffs 
state law claims premised on fraudulent and "sham" reexamination proceedings were 
preempted by federal law), aff'd, 403 Fed. App’x. 508 (Fed. Cir. 2010), reh g and reh’g en 
banc denied (Fed. Cir. 201 1). cert, denied, 132 S, Ct. 97 (201 1). The court ruled that if a 
patent owner is victimized by fraud or deliberate abuse of post grant reviews they no longer 
had the right to sue for damages, but must go to the PTO for redress. However, the PTO 
cannot award damages when it finds petitions to have been filed fraudulently. 

In his response to former Sen. Bayh after the ruling, PTO Director David Kappos confirmed 
that the PTO has no authority to award compensation to patent owners who are harmed by 
such actions. Subsequently, the PTO has made it clear that they do not seek such authority, 
which is the province of the courts. Thus, we have an "integrity loophole" allowing 
unscrupulous parties from around the world to willfully and knowingly violate their oath to 
the PTO that their filings are being made in good faith, knowing that they cannot be held 
accountable for the severe harm they inflict. Even if the patent is eventually upheld, there is a 
cloud over the patent during the review', which can prevent the owner from securing venture 
funding or licensing the invention. Further, defending the patent takes about 2 years and costs 
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about $300,000 (not counting company time) which is time and money that small businesses- 
particularly start-ups- don't have, A 2012 empirical study published in the Columbia Science 
and Technology Law Review ' found that one in four respondent practitioners reported 
some form of fraud or misconduct on the part of those challenging patents in 
reexamination. 

We are now seeing a new variation of abuse of post grant reviews as hedge funds are 
publicizing their challenges in the media to important drug patents to profit when they short 
the company's stock. Rachel King, a witness’ at the referenced Senate Small Business hearing 
talked about this growing problem. For affected companies, there is no way they can ever 
recover the losses (which were about $150M to Acorda). Specifically we agree with others 
who suggest that liability attaches whenever the filer of an IPR (or CBM, PGR, or reexam) 
knowingly & willfully acts in a manner contrary to 37 C.F.R. 11.18 — the PTO's own 
long-standing disciplinaiy rule, modeled on federal Rule 11. Proposed language would 
remedy the hedge fund abuse of IPR’s by giving the targeted companies a federal cause of 
action for damages. Among other things, this PTO rule requires that a petition for IPR (like 
any other paper filed before the PTO) "is not being presented for any improper purpose, 
such as to harass someone or to cause unnecessary delay or needless increase in the cost of 
any proceeding before the Office. " 

Obviously, filing an IPR petition to drive down a company^'s stock price is such an 
"improper purpose" and would open hedge funds to liability under our proposed language. At 
least one prominent post-grant practitioner has agreed that the hedge fund abuse of IPR's is 
plainly an "improper use of the proceeding" but, as he points out here,-’ the most the PTO is 
currently empowered to do is award attorney's fees - without the proposed remedy, the 
targeted companies will not be able to recover the damage done to their stock price and to 
their business as a result. 

Fonner Federal Circuit Chief Judge Paul Michel has expressed his concerns'' on the issue. 
It has been proposed by The Alliance to Prevent Fraudulent Attacks on Patents’ that by 
restoring the patent owner's historic right to sue for damages the loophole will be closed. The 
SBTC, and its parent organization, the NSBA, were among the first to endorse these efforts. 
The importance of closing the integrity loophole has previously been mentioned in NSBA's 
"Patent Refonn Newsletter."'’ 

Witness David Winwood from LSU said in reply to Sen. Vitter’s question: 

While there may be areas of disagreement regarding patent reform, one area where everyone 
should agree is that we cannot tolerate fraud or deliberate abuse of patent reexaminations or 
post grant reviev!S. Palent applicants are held to a standard of honesty in dealing with the 
PTO or they risk losing their patent rights, so third-party requesters should be held to a 
similar standard. Currently the patent owner must be truthful, but the third-party requester 
can commit fraud with no financial penalty due to a recent court decision. So the door is wide 
open for unscrupulous parties around the world to abuse our system knowing that it will take 
the patent owner yews of effort and hundreds of thousands of dollars to defend their patent in 
the Patent and Trademark Office. This is time and money that small companies simply 
cannot afford and such challenges can deny them access to desperately needed venture 
funding or entry into the marketplace. We should restore the traditional right of patent 
owners to sue for damages in .such cases. By restoring this historic right we will effectively 
close this integrity loophole from being used against the small companies which lead in the 
creation of U.S. products, jobs and even new industries. 
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2. In your testimony, you indicated that many small businesses do not support 
legislation such as the current H.R. 9, and other similar former Senate bill s. Please 
discuss the details of why you cannot support that legislation. Specilically, why are the 
following provisions problematic for small business and independent inventors: Fee 
Shifting, Bonding, Joinder, Covered Business Methods (CBM), Elimination of Post 
Grant Review Estoppel, Disclosure of All Plaintiff Interested Parties, Enhanced 
Pleadings and Limiting Discovery, Customer Stays, and Patent Term Adjustment 
(PTA)? 

In addition to SBTC’s prior documents opposing H.R. 9,’ below are the comments addressing 
the listed questions about H.R.9 (and some other past Senate and House bills). The SBA 
Office of Advocacy has also expressed similar concerns .^ 

• Loser Pays : American laws do not apply “loser pays’’ provisions to consumers, 

corporations, protected groups, or any other class of private litigants. This provision 
singles out litigants with limited resources; it would create substantial chilling effects on 
small entities’ (patentees or alleged infringers) ability to enforce their legal rights. The 
prohibitive risks of loss would prevent patentees with legitimate claims from asserting 
their patents and would likewise force small business innovators wrongly accused of 
patent infringement to settle without having their day in court. Why should patent 
litigants with limited means be singled out as the only class that should bear this burden? 
Small business inventors will be deterred from exercising their rights, resulting in loss of 
jobs. More perniciously, the smaller firms will be further deterred from investing to 
develop such rights, as they will need a $5-10 million legal war-chest before they try to 
enforce any patents. The large multi-national companies know that smaller companies 
cannot afford to pay the larger business’s legal costs if they lose, and so may act assuming 
small businesses will not take the chance. We have already seen large companies ignoring 
small companies’ patents. Officers of some of America’s largest corporations tell small 
companies they don’t care about small company patents, even though they may be 
infringing. Titus, “loser pays” will further allow large “Patent Ogres” to infringe with 
impunity. 

• Bonding or “Pay to Plav”: This provision has been part of a number of House and 
Senate bills in the past. (E.g,: last Congresses S. 1612 by Sen. Hatch.'^) They required the 
inventor plaintiff to post a bond or certify that they can pay the alleged infringers legal 
fees should they not prevail. This puts enforcing a patent beyond the financial capability 
of all but the largest and w'ealthiest of small businesses. Pay to Play would result in 
almost all of the over 5,000 active SBIR companies being unable to enforce their patents. 
This is probably the most heinous provision of proposed patent bills. The problem is that 
the patent(s) is the major asset of most small companies. If it is declared invalid, the value 
of the company plummets. So even if the entrepreneur wants to pledge his entire company 
for the bond, it will likely be insufficient. Since the entrepreneur has likely already 
pledged his house for a credit line, this will mean that posting a bond will be impossible 
for almost all small companies. Thus, Congress will be telling most Americans, they are 
“just too poor to invent or enforce their patents.” 

• Fee Shifting “Joinder”; makes investors and others personally liable for tlie legal fees of 
the alleged infringer if the small business plaintiff does not prevail (possibly on each and 
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every claim). This provision eliminates a basic tenant of corporate law, protecting 
investors from personal liability, thereby making patents a “toxic” asset. This provision is 
antagonistic to investment in new technologies. Here, the problem becomes that almost 
no one will want to invest in new technology companies. It is concerning that angel 
groups may collapse due to fears of the liability of enforcing patents. The National 
Venture Capital Association *^ has expressed its concerns about this provision a number of 
times." Note also that the joinder provision in HR 9 is asymmetric - it only applies to 
patentees. No similar provision is provided for recovering fees and costs from Interested 
Parties of non-prevailing alleged infringers who cannot pay. Thus, HR 9 discourages 
investments in patentees and incentivizes investments in infringers. 

• Covered Business Methods fCBM) : provisions were removed from HR3309, but were 
still in some prior Senate bills (e.g.: S.866 last year by Sen. Schumer"’). The AIA limited 
CBMs to a “financial product or serv'ice.” It allowed post-grant review proceedings, to be 
made at any time until September 16, 2020, clouding their title for eight years. However, 
some legislation proposed to make the transitional proceedings of Section 1 8 permanent 
and expand tlie definition of “covered business method patent” to include data processing 
patents used in any “enteiprise. product, or service.” This means that any party' sued for or 
charged with infringement caw always challenge an extremely broad range of patents at 
the PTO. The request for a proceeding need not be related to financial products or services 
and can be submitted any time over the life of the patent. This would have far-reaching 
implications, because data processing is integral to everylhing from cutting-edge cancer 
therapies to safety systems that allow cars to respond to road conditions in real time to 
prevent crashes. Subjecting data processing patents to the CBM program would thus 
create uncertainty and risk that discourage investment in any number of fields where we 
should be trying to spur continued innovation. 

• Elimination of Post Grant Review EstoDPeh Under the AIA, a Post Grant Review 
prohibits the petitioner from later arguing “any ground that the petitioner raised or 
reasonably could have raised during that post-grant review." The proposed legislation 
deletes “or reasonably could have raised.” This provision would reverse a long and hard- 
fought compromise reached during the AIA legislation. This will allow a defendant to 
bring multiple sequential Post Grant Reviews or other litigation in an effort to defeat the 
patent holder by burning the inventor’s financial resources and time with effectively 
perpetual litigation. It would also now allow the infringing petitioner to assert in a civil 
action or at the International Trade Commission (ITC) “that the claim is invalid on any 
ground” even though the petitioner could have reasonably raised the issue during that 
post-grant review. This provision is another example of how small business inventers can 
be driven to extinction by exhausting their resources while trying to enforce, or even just 
keep, their patents. 

• Disclosure of All Plaintiff Interested Parties: requires both investors and licensors to be 
disclosed where the patent is the primary asset of the company. This will discourage 
commerce in two ways. First, in the early stages of company formation, it will require 
Angel investors to break one of their major priorities: anonymity. Tliis provision will 
discourage Angels from investing in the smallest companies, when outside funding is 
hardest to obtain. Secondly, it will dampen licensing activities. When a licensee needs 
time to incorporate the licensed invention into their product, they normally do not want to 


Page 4 of 16 



152 


SBTC 


Techm^ 


alert their competition as to where they are moving in the market. This will disclose the 
fact that the licensee is adding a new feature or an entirely new product line. 

• Enhanced Pleadings and Limiting Discovery: - H.R.9 and other bills (former SI 013) 
have a provision that dictates enhanced pleadings requiring that the plaintiff produce 
substantially more information, and a provision limiting discovery' prior to claim 
construction. Patent suits are among the most complicated and detailed, with many 
variables. The trial judge is the closest to the case and legislating how that judge manages 
the case will damage the trial judge’s ability to bring a fair solution to both parties. This 
provision is unduly burdensome and raises pleading standards only on patent owmers, 
requiring detailed particularities in alleging infringement. Glaringly missing are similar 
requirements that defendants making counterclaims or filing declaratory actions show 
with particularity why they do not infringe or why the patent is invalid, thus stacking the 
deck even further against the inventor. In an already expensive and complicated process, 
these two elements require the patent holder to spend more money up front and operate 
with less information than is needed. These are particularly onerous to small business 
inventors as they curtail the patent holder’s ability to enforce a patent and reduce the 
ability of the judge to manage the case effectively. In addition to legislating court 
procedure, enlianced pleadings will cause delays in filing suit and add additional costs. It 
is anticipated that there will be more disputes about the adequacy of the complaints which 
will also increase the cost of litigation. And, limited discovery will “delay resolution” to 
the “disadvantage of patent owner” even with “meritorious claims.” Thus, the alleged 
infringer is incentivized to draw out the claim construction ruling. 

• Customer Stays: present a problem for patents that focus on “use” rather than 
manufacture. The inventor is left with no way to enforce her patent when she can’t sue a 
manufacturer as the manufacturer is not violating any claims of the patent, and they can’t 
sue the end users (“Customers”) until she prevails against the manufacturer. This may put 
the inventors in a Catch-22, where they will have no remedy. It also encourages foreign 
manufactures to collude to receive a “get out of jail card” and infringe with impunity. A 
much more thorough description of the problems with customer stays is shown here .*'* 
The problem is that this provision encourages foreign manufacturers, assemblers and parts 
suppliers to conspire with one another and with American retailers, arranging for the 
lowest value, least accessible, least answ'erable party to handle suits for patent 
infringement instead of any infringer having the liability. This has the impact of driving 
more manufacturing jobs overseas, further hurting the American economy. 

• Patent Term Adjustment (PTA): Section 9(e) of HR 9 w'ould eliminate Patent Tenn 
Adjustment (PTA) award for the PTO’s failure to grant a patent within thi-ee years of its 
filing date (so-called “B delay” PTA) if such PTO delay is incurred after an applicants’ 

. statutorily-provided Request for Continuing Examination (RCE). This proposed section 
of H.R. 9 is being pushed by the PTO. It would modify 35 USC §154(b)(l)(B) (codifying 
37 CFR § 1.703(b)(l ) - the PTO's original erroneous construction of the PTA statute) that 
did not award any PTA for “B delay” once an RCE has been filed. In so doing, it would 
overrule the Federal Circuit decision in Novartis .'^ The provision would apply only to 
applications pending on-or filed after-the date of enacmient. Of course, the problem with 
this provision’s application to pending applications is that applicants may have already 
made decisions about filing RCEs (and not ex parte appeals, for instance) based on the 
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PTA law prior to HR 9 and this retroactive effect would be unfair and may present a 
constitutional problem. Thus, it appears we have somewhat of an ex post facto law 
applying to prior applications that are pending. The problem that the SBTC sees with this 
change, however, is less about PTA credits and more about its effect of eviscerating the 
effectiveness of RCEs, and by implication, the quality of examination before RCEs must 
be filed. It is important to note that PTA is not awarded for RCE delays caused by the 
applicant. Because applicants would stop tolling PTA credit after filing an RCE, time lost 
due to PTO delays in prosecuting RCEs is taken away from the patent term. The PTO 
would have no incentive for prompt prosecution after an RCE is filed. This could 
embolden the PTO in its reach for rejections, issuing lower quality and incomplete office 
actions, which the applicant must “take or leave” if he does not want to suffer additional 
uncompensated delay by filing an RCE. Thus, hann can befall applicants who do not even 
file RCEs. To some degree, as much as the PTO insists that RCEs are being abused, they 
keep the PTO honest. It is SBTC’s opinion that this entire section of the law (H.R. 9 
Section 9(e)) should not be included in any pending legislation and that Congress’ original 
intent as ruled in Novartis be followed; as it is not really about PTA - it is about chipping- 
away at the statutory right in § 132(b) for continued examination to get the claims 
patentees need for protecting their inventions. 


3. You also stated that you were in favor of the STRONG Patents Act of 2015. Please 
provide your rationale. 

SBTC has previously come out in favor of the TROL Act.’* We have recently come out 
again supporting the TROL Act as being highly superior to H.R. 9 because it is narrowly 
targeted at the real problem.” The STRONG Patent’s Act of 2015 subsumes much of the 
language of the TROL Act, having all of the salient features of the TROL Act and none of the 
problematic features of H.R. 9 (or the prior H.R. 3309), or of previous Senate bills such as last 
year’s S. 1720 .'^ S. 1612 .” S. 866 ^”. or S. 2049 -'. The problem with these prior bills is that 
they do little or nothing to solve any Troll problem, but in fact weaken patents by making 
them less enforceable. In general, they attack property rights. This will make America poorer 
and kill the American Dream. However, the STRONG Patents Act actually does something 
about Trolls, but does little to hami patent holders. Thus, we can support it. 

4. In your testimony, you gave several provisions that you believed that the STRONG 
Patents Act lacked. Please expound on what else is needed in an environment for small 
businesses and independent inventors to assure invention can thrive. 

Thank you for this opportunity to discuss how patents can be made stronger, not weaker. 
In my written testimony, 1 suggested the following 

• Incotporating clarifying language into 35 USC 102 that w^ould provide clear and 
reliable provisions to restore the one-year grace period. This historic protection 
recognized that exploration and experimentation are critical aspects of the innovation 
process, and that independent and small business inventors need time to test their 
invention and gather initial funding, prior to investing in a patent. This will ensure 
that public use and on sale activities less than one year prior to filing an application do 
not constitute a bar to obtaining a patent. Just in the last two weeks, a new bill has 
been proposed called the Grace Period Restoration Act of 2015. We thank you 


Page 6 of 16 



154 


SBTC 

ft^ness TetivK^ogy 


Senator Vitter, as well as Senator Tammy Baldwin (D-WI), and United States 
Representatives Jim Sensenbrenner (R-WI) and John Conyers, Jr, (D-MI). This bill 
properly restores the disclosure and publication grace period but needs to be extended 
to flilly restore the grace period for ‘on sale’ and ‘public use’ activities that are not 
“disclosures.” We look forw-’ard to working with you on this legislation so that the full 
grace period is restored in American law 

• Legislating a clear rule of law for patentable subject matter, thereby removing the 
immense judge-made ambiguity and uncertainty regarding eligible and ineligible 
subject matter will be very helpful. The recent Alice case’* and other judicial 
rulings ’^ -'* -’-^^ have been invalidating new software and business methods patents. 
“They are now striking down these patents in record numbers and denying 
applications that would previously have been granted. It is basically open season on 
these patents,” “After Alice came down, some feared that almost all software-related 
patents would be held invalid. It looks like that is happening. Since the decision, 
district courts have unifonnly knocked down those patents. But what may be more 
interesting is that business-method patents are going down in droves,” says Rochelle 
C. Dreyfuss. a law professor at New York University and co-director of the Engelberg 
Center on Innovation Law & Policy. This has left inventors and the patenting 
community in a quandary .*^ which will reduce the number of patents, and overall 
innovation. 

The reduction of patent royalties (which can be caused by rejection of patents both 
by the courts^^ or the PTO,-’®-^' or by artificial governmental constraints) will reduce 
the number of patents being issued, which will reduce wealth and economic growth.^^ 
We have seen this in the past, that artificially reducing patent royalties reduces 
invention and new product creation. For example, the aircraft industry innovation 
after WWl was likely hindered by suppressing patent licensing royalties that the 
government initially justified by alleging that the Wright Aircraft Company was a 
mere patent troll. 

It is the belief of the SBTC that legislation is required to overrule Alice, and 
encourage more innovation by allowing new valid patents to be issued in the software 
and business methods fields. Our members have spoken out previously on this by 
participating in an Amicus Brief to the US Supreme Court. We believe this will 
promote investment and innovation by allowing inventors and investore to recoup their 
R&D costs. Softw'are accounts for 15% percent of all gains in U.S. output. 
Invalidating software patents, quashing the industry (one of America’s fastest growing 
and most significant industries over the last decades’’^) will not help America remain 
competitive. It is our belief that Alice may be one of the most destructive Supreme 
Court decisions ever, and needs to be legislatively overturned (or strictly clarified) as 
Alice will quell patenting, and thus stifle innovation and investment in the US. 

• Providing greater elasticity for punitive behavior for small inventors and startup 
companies when they have acted in good faith but make honest mistakes when 
attempting to enforce their patents. Even the courts have trouble telling inventors the 
metes and boiuids of tenns like “abstract” and patent claims require parties to define 
the metes and bounds of every single word in a claim. Non-lawy’er entrepreneurs 
should not be punished for making a mistake when drafting demand letters. The bill 
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should allow a small business or independent patent holder to simply cure ill-infomied 
demand letters with a correction letter or have a telephonic hearing to correct their 
mistake, rather than starting an FTC investigation. Our issue is once something is in 
the regulatory (FTC) system; it might easily get out of control. Will a pattern and 
practice be defined as 100 letters? 10 letters? 2 letters? In the past, we have seen too 
many “bounty hunters” in the federal agencies with IRS, inspectors general, etc. The 
law should preclude that up front, by allowing a simple, non-punitive cure. It should 
not be one more nail in the coffin for small business inventors. The Burgess 
Amendment on the Trol Act in the House requires small inventors to create 
procedures for demand letters when a small company may not be aware of the law. 
This gives infringers one more club to beat back naive legitimate inventors. 

• Extending the protections ensuring expedited procedures accorded in Section 
1 1 1(c)(2) of the STRONG Act to small business concerns in order to also provide such 
expedited procedures for small business concerns that assert patents. This is another 
“goose and gander” provision which the recent patent laws have constantly provided 
favorable treatment to infringers, punishing inventors, (See the discussion on the 
Integrity Loophole above.) What we ask for is that both sides should have similar 
provisions to not penalize inventors, entrepreneurs, and the funders who invest in 
them. 

Other additional items which were not previously included in my written testimony should 
also be included in any comprehensive patent legislation. The initial purpose of this new 
round of legislation was to make corrections to the America Invents Act. We therefore also 
suggest the following. 

• Section 6 of the America Invents Act should be modified to change Section 311(c)(1) 
from 9 months to 3 months. An inter partes review should be initiated promptly. By 
allowing 9 months, patents are held in limbo, holding up funding by unnecessarily 
continuing a cloud on the patent's title. Three months should be ample time for 
opponents of a patent to find newiy issued patents, evaluate them, find prior art and 
file an IPR if appropriate. Dragging this out to 9 months is unproductive, and saps 
momentum from entrepreneurial companies. We believe that such a long time to 
initiate an IPR encourages delaying tactics, holding up the development of new' 
technologies and the enforcement of new patents. 

• Similarly. Section 6 of the America Invents Act should also be modified to change 
Section 311(d) for Post Grant Reviews from 9 months to 3 months. Again, this is a 
drag on the economy, used to delay and quell innovation, something the Congress 
should abhor. 

• Section 1 7 of the America Invents Act should be repealed. Hiding behind the failure 
to obtain advice of council should not allow an infringer to avoid a finding of willful 
inlringement. Also, Treble Damages should be clearly reinstated in the law for any 
willful infringer. 

• Section 19 of the America Invents Act should be modified to repeal the section that 
relates to Section 299, Joinder of parties. Efficiency of the courts and of the parties 
should be optimized to allow' proceedings to progress in the most efficient manner as 
approved by the courts. Repeating trials clogs the courts, and arithmetically increases 
the cost to parties who enforce their patents against multiple infringers. This can also 


Page 8 of 16 



156 


SBTC 

^sh»ss Cnmdi 

save infringers money by allowing them to allocate their common defense costs. 
SBTC believes the only purpose of this provision is to increase costs of companies 
trying to enforce their patents, 

• Section 22 of the America Invents Act should be modified to allow the PTO to keep 
all of the fees collected from users (which were paid for the sole purpose of examining 
patents and operating the patent system).^’ This was discussed in the hearing on 
March 19. 2015. 

• Continued expansion of additional Satellite Offices, as provided for in Section 23 of 
the America Invents Act should be encouraged. 

• The Small Business Study required by Section 3(1) of the America Invents Act has still 
not been performed, almost 3 years after it was due. This should be the subject of a 
hearing or a letter by the Senate. 

• Another correction to the America Invents Act should be the repeal of Section 4. This 
adds unnecessary paperwork to have inventors sign an additional oath as the 
application commences the national stage. This is redundant, and is particularly 
burdensome for small entities as inventors may longer be employed by the firm. Thus, 
the inventor needs to be tracked down and sign again for something that he has already 
sworn to. This provides no further validity to the patent application, but does add to 
the cost for little or no benefit. Again, the purpose of the legislation should be to 
improve the efficiency of the process. 

• Legislation should be considered to return injunctions in patent cases to their prior 
status. The eBay case^* has made courts more hesitant to enforce patents with 
injunctions. Reinstating the prior case law will encourage licensing, thus improving 
the value of patents and expediting the prompt negotiation of licenses. 

5. Why is a secondary market for patents important? 

This gets to the fundamental issue of alienable property rights (the right to sell property) 
and the role of intermediaries. A basic tenant of English law, of our Constitution, and the 
underpinning of the American economy is that the law protects private property and its lawful 
alienability. If you own property, you are allowed to sell it at the fair market value. (What 
would happen to the housing market if people were not allowed to provide clear title when 
reselling their houses? Who would buy? The market would collapse. If the buyer could not 
obtain good clear title when buying a used house, they only value they could achieve would 
be the value of the rental for the property for the use of the house until someone else seized it. 
If anyone could move in to any house at any time, property would be worthless, as the law 
would not protect the home owner.) 

A similar concept applies to patents.^’ As in other property markets, specialized 
intermediaries are especially valuable in less established, less liquid markets — as markets for 
new or emerging technology certainly are — ^and in markets with significant infonnation 
asymmetries and other transaction costs. For over a century, such patent intermediaries'*® '*' 
have provided important avenues for patent owners to keep control and coordinate 
investments and appropriate returns on their inventions. Like any other market for any other 
kind of good, there can be very little initial investment in innovation unless there is a 
secondary market, and like any other secondary' market, this one requires specialized 
intermediaries, for realizing economic efficiencies. Without a secondary market, to be able to 
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sell patent s to others including intennediaries (some of whom may be called “Trolls”), patents 
will lose value. This reduction in value will quell research and development, as investors will 
perceive a reduced value in conducting the R&D, and thus conduct less of it. This will impact 
the economy, causing fewer jobs to be created, and consequently less wealth for America. 

Thus, a secondary market provides value to the economy. Polls show that we don’t like 
used car salesmen,'*^ probably because some act like “trolls.” Yet, a secondary market for cars 
provides a valuable service to the economy. Similarly, a secondary market for patents allow's 
investors in entrepreneurial companies to recoup some of their investment if things don't go 
as planned, Since 80% of tlie businesses fail in the first 1 8 months,'*’ it is important for 
most company investors to have a fallback position if tilings don’t work out. Since the patent 
is usually the most valuable asset of startup technology companies, having a way to liquidate 
the patent is extremely important to be able to raise money in the early stage of the company. 
Punishing the secondary patent market is punishing the American innovation economy. As 
with abusive used car salesman, the focus of anti-troll legislation should be upon the abusive 
actions of trolls, not the secondary market itself. 


6. You mentioned large market-dominant players are pushing bills like H.R. 9. Do you 
believe there are anti -trust issues at play here? 

Anti-trust violations by some of the proponents of H.R, 9 are beyond my knowledge base. 
However, by definition a market-dominant firm has the benefit of market share, position and 
strength, and will be aided by reducing the capability to challenge that dominance by potential 
newcomers such as innovators driven by new technologies (and patents). It will also have 
more capability to shift its workforce globally to wherever may be the lowest cost location. 

As was pointed out in footnotes 51, 52. and 53 of my written testimony, there is data to 
show that Microsoft has a 93.4% Desktop Operating System Market Share, almost 1 7 times 
the 5.2% market share for Mac; Google has 88.1% of the global search engine market share, 
more than 21 times its nearest competitor at 4.13%; and Cisco had a 42.5% market share of 
the North American X86 Blade Server Market. This does tend to make the layman raise his 
eyebrows. The European Union (EU) has accused Google of abusing its dominance in web 
searches, filing formal anti-trust charges.'*^’'** There likely has been considerable findings of 
fact to come to their conclusion. Similarly, anti-trust charges have plagued Microsoft.'*’-'** 

Perhaps it is time for the FTC to start to evaluate whether there are currently anti-trust 
issues with these large, market dominant companies. Are their anti-competitive actions 
hurting American consumers, and thus the economy? Only an investigation by the 
appropriate Govenmient agency(s) can provide sufficient infomiation to make that 
determination. It would appear prudent for the Senate to ask those questions.'*''-’'’-*' Any anti- 
competitive actions would be particularly hamiful to small businesses that are trying to 
develop new technology, and are being thwarted by large market dominant companies. This 
will continue to cost American jobs and retard the startup of new businesses. 

7. Why in your opinion would some manufacturers be supporting HR9 when you suggest 
it would be bad for the economy? 

Some business models do not depend on patents. Most large incumbent firms do not need 
patent protection because of their sheer market power and strong sales channels. However, 
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new entrants with disruptive technology have none of these protections. Successful inventions 
invite predation by large market incumbents and patents are the only protection for such new 
market entrants. Those companies that do not invest much in R&D, or those who are using old 
technology and are fearful of being overtaken by newer better products, are threatened by new 
technology protected by patents. 

For market dominant companies, there are only two ways that they lose their dominant 
position. Either someone bigger displaces them. Or, more likely, new disruptive technology 
overtakes them.** The first condition is not a threat to the biggest firms. So. only patented 
new technology is a threat to them. By weakening patents, these large firms can stay 
dominant longer by simply adopting the technology of innovators as needed (infringing more 
freely) to neutralize the benefits of innovation and avoid being displaced by newer firms. 
Should H.R. 9 become law and as startups understand that this is the new American business 
model, investment in new technology entrepreneurs wilt wane, and eventually cease. 
Innovation will be displaced by sheer lowest cost manufacturing economics practiced by the 
market dominant companies, and jobs will further move overseas where labor cost is lower. 
That is why H.R. 9 is so pernicious, and dangerous to the American economy. 

Let’s look at the value of intellectual property to the economy. The total value of all 
American households is $80.7 trillion.*^ The total value of intellectual property is about $10 
trillion.*'* Thus, one dollar out of eight of American household wealth can be attributed to 
intellectual property. This is why it is so important to protect IP and make sure we keep 
patents strong and enforceable. 


8. Finally, what are the statistics that make you believe that proteeting small business 
and independent inventors so important? 

Small Businesses employ 37% of America's scientists and engineers** and 49% of private 
sector jobs. Data from the Bureau of Economic Analysis shows that startups and small 
companies have created 4.4 million domestic jobs in the decade ending in 2008 and 
during the same period, large multinationai companies created 2.5 million foreign jobs 
while losing 1.7 million domestic jobs.** SBIR firms have received about 121,000 patents,*’ 

“Patents are far more important to small 
businesses’ survival than to large businesses, and 
small businesses create more American jobs than 
large businesses. Weakening patents costs 
America jobs. Further, licensed patents are the 
only way universities can commercialize their 
research.” 
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and small businesses create 16.S times more patents per employee than large firms.** And 
SBIR firms employ 7% of all of America's STEM workers,^^ 

While ostensibly aimed at curbing a small number and anecdotal instances of abusive 
patent litigation, the overbroad and sweeping proposed legislation in H.R. 9 will have the 
effect of suppressing patent rights of all patentees, and in particular, will hurt the small high- 
tech, job-creating SBIR businesses, and thus the economy.^ 

Simply stated. Patents are far more important to small businesses’ survival than to large 
businesses, and small businesses create more American jobs than large businesses. 

Weakening patents costs America jobs. Further, licensed patents are the only way 
universities can commercialize their research,” 

SBIR firms receive a quarter of America’s key innovations and create 58% more patents 
than all universities combined.^' SBIR firms employ scientists that have received 1 1 Nobel 
prizes, receive one in every seven VC dollars, and were involved in 1,866 Mergers and 
Acquisition deals.*^ The Fortune 500 firms’ share in generating key innovations has dropped 
from over 40% in the 1970s and early 1980s to just 6%. Large firms can and do survive 
without strong patent rights. Small businesses cannot. Weakening patent rights will threaten 
the very interests of universities and small businesses that Congress sought to protect in 
appropriating R&D funds, thereby undermining the taxpayers’ important investment in 
research commercialization and domestic job creation. Without strong patents, foreign 
interests will usurp American R&D and commercialize our efforts overseas. 


I would be happy to answer any additional questions or to provide input on any proposed 
legislation. Once again, 1 would like to thank you for giving me this opportunity to provide 
small business input to you. You may reach me at 216-374-7237 or by email at 
rschmidtfSiCleveMed.com . 

Sincerely, 

Small Business Technology Council 

Robert N. Schmidt 

Co-Chair 


' hnp://Dapers.ssrn.coni/sol3/Dapers.cfTn?abstracl id=2I.SSt9.S 

^ http://www.sbc.senate.gov, 'public/?a=Files.Serve&File i(1=cf22 1 704-8083-42.10-ae5e-88h6ceK.S98f7 
' htlpi/.'patentspostgrant.com/whv-hedge-fiind-ntab-filing.s-will-fail 

^ bltP-7PtQbtigationcenter.com/20l 1/08/the-reexamination-center-executive-interview-chief-iudce-paul-r-michel- 

Dart-l-of-3/ 


http://nsba.biz/leadershiDcoimcil/Batem-reform-iindale/ 

^ http:// sbtc.org/wp-content/uploads/2015/03/Letter-to-Senators-asking-them-Tiot-to-sign-the-Sett-Wanier-Paten t- 
Letter-03- 13-20 1 51. Pdf 
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* http://sbtc.org/wp-content^uploads^20 1 4/04/Advocacv-Letter-to-Senator-Landrieu-3 1 2 14.Ddf 
https://www.congress.gOv/bil1/1 1 3th-congress>’'seTiate-bil)/l 6 1 2 
http://nvca.ora- issues/patent-reform/ 
http://nvca.org/7ddownload-i 830 
http://nvca.org/?ddownload== 1 72 1 

https://www.congress.gOv/bill/l 13th-congress.^senate-bill/866 

http://sbtc.org/wp-content/uploads/2014/02/Letter-to-Qffice-of-Advocacv-regarding-Patent-RefoTTn-2-13- 
2014-rinai.pdf See Appendix 6. 

Novartis Ag v. Lee 740 F.3d 593 (Fed. Cir. 2014) 

http:/7sbtc.org'wp-content/upioads/2014/07/SBTC-Letter-to-Speaker-Boehner-Supportmg-TROL- ACT-7-22- 
14.pdf 

http://sbtc.org/wp-content/upioads/2Q15/04/SBTC-Suppoit-of-Trol-Act-4-22-2015.pdf 
https://ww'w .congress. gov.4)iil/l 1 3th-congress/senate-bil1/l 720 
https://ww'w.cQngress.gov/bill/l 1 3th-congress.^senate-bill/l 6 1 2 
https://wwvv.congress.gOv/bill/l 13th-congress,'senate-bill/866 
https:/ www.congress.gov/bili/ 1 13th-congress/senate-bill/2049 
-- http://w'ww.supreniecQurt.gov/opinions/13pdf/ 13-298 71h8.pdf 
http://ww'w^law360. com/articles/647055 '2 -container-monitoring-patents-invalidated-under-alice 
http://www.lexologv.com/iibrarv/detail.aspx7g-e6lcl4cc-ebdf-40cb-9e3d-d9e0dl5aca01 
http://w'ww.lawverissue.coni/computer-implemented-inventions-searching-for-certaintv-in-the-wake-of-the-U“ 
s-supreme-courts-al ice-decision/ 

http://ww\v.therecorder.com.id=l 2027243 16547/Citing-Alice-Judge-$quashes-!V-EmailSorting- 
Patents?siretum=20 1 50326 1 94340 

27 

http://www.abaioumai.com/magazine/article/business method and software patents mav go through the loo 
king glass after 

http://www.law360.coTn/articles/638936/5-buming-Questions-about-patent-eligibi1itv-post-alice 

^* Mittp://www.ionesdav.com/kev-Datent-iaw-decisions-of-2014-03-26-20i5/ 

http://ww'W’.uspto.gov/patent/]aws-and-regulations/examination-policv/2014-interim-guidance-subiect-iTiatter- 

cligibilitv-O 

http://www.law.eom/sites/articles/2Q15/04/15/iinpact-of-uspto-guidelines-on-patent-eligibiHtv-follQwing-aHce- 

corp/ 

•’2 See Federal Resem Bank of Cleveland, “Altered States: A Perspective on 75 Years of State Income Growth” 
Annual Report 2005. For more detail, see Paul Bauer, Mark Schweitzer. Scott Shane, State Growth Empirics: 

The Long-Term Determinants of State Income Growth, Working Paper 06-06, Federal Reserve Bank of 
Cleveland, May 2006, 

https://www.clevelandfed.org/en/Newsroom%20and%20Events/Publications/Working%20Papers/2006%20Wor 

king%20Papers.aspx and then Click on the PDF for WP-06-06 by Bauer et. al. 

Ron D. Katznelson and John Howells. "Tlie Myth of the Early Aviation Patent Hold-Up,” lndi 4 strial and 
Corporate Change, forthcoming (2015). Available at http://ssm.com/abstract=2355673 
hTtp://blogs.reuters.com/alison-frankel/files/2013/l l/aliccvcls-bancorpamicus.ndf 
Robert J. Shapiro , “The U.S. Software Industiy As an Engine for Economic Growth and Employment,” 
September 2014, Sonecon. Software and the productivity gains it provides accounted for $101 billion in 
production by other industries. Software accounted for 9.5 percent of all gains in U.S. output from 1 995 to 2004, 
and 15.0 percent of those gains from 2004 to 2012. All told, the software industry in 2012 contributed $526 
billion to GDP — $425 billion $101 billion -- or 3.2 percent of GDP, 
http:, 7papers.ssrn.com/sol3/DaDers.cfm7abstract id=254{673 

^^ lltti?:Adocs.house.gov/iTieetings/lF/lF17/20150422/103376;^ILLS-l14-DiscussionDraft-B0Q1248-Amdt-l,pdf 
http://www.uspto.gov/leaming-and-resources/fees-and-pavment/uspto-fee-schedule 
htrp://www.supremecourt.gov/opinions/05Ddf/05- 1 30.pdf 
^ ' Adam Mosseff, “Patents as Propert>': Conceptualizing the Exclusive Right(s) in Patent Law',” 
htpD://'\vorks.bepress.com,/adam mossoff/2/ 
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^ Naomi R. Lamoreaux, and Kenneth L. Sokoloff. Intermediaries in the US Market for Technology, 1870-1920. 
No. w9017 . NBER, (2002); Alien W. Wang, “Rise of the Patent Intennediaries,” 25 Berkeley Tech LJ. 159 
(2010). Available at: http://scholarshiD.law.berkelev.edu/btii/vol25/issl/7: 

Frank Tietze and Cornelius Herstatt, “Intermediaries and Innovation: Why they emerge and how they facilitate 
IP transactions on the markets for technology.” Technology and Innovation Working Paper No. 59. (2009). 
Available at http://ssm.com/abstract=21 18078. 
http://www.huffingtonDost.com/2012/12/03/car-salesmen n 2231760.htmi 
http://www.forbes.com/sites/ericwagner/2Q13/09/12/five-reasons-8-out-of-10-businesses-faiI/ 

^ For a slightly different view of failure rates, see: httD://www.statisticbfain.com/startup-faHure-bv-industrv/ 
http://www.nvtimes.eom/2015/04/16/business/lnternational/european-union-gooele-antitrust- 
case.html? r=0 

^ http://europa.eu/rapid/press-reiease STATEMENT-15-4785 en.htm 
http://en.wikipedta.ore/wikl/United States v. Microsoft Coro . 

http://www.wsi.com/articies/china-and-microsoft-agree-to-fair-and-cooperative-antitrust-investigation- 

1411947696 

http://googlemonitor.com/wp-content/up{oads/2015/02/Googles-Anti-Conservative-\/alues-CPAC- 

Presentatlon.pdf 

http://gizmodo.com/5878987/its-officiai-gooele-is-evll-now 

http://www.foxbusiness.com/technologv/2014/01/17/whv-googte-reallv-is-evil/ 

The telegraph replaced the Pony Express. Land-line phones overtook the telegraph. Cell phones have 
replaced land-lines, and so on. 

http://www.W5i.com/arttcle5/SB100014240527023038242Q4579423183397213204 
^ IP-based business activities constitute approximately 55 percent of U.S. GDP , and In 2011, IP-based assets 
were valued at about S9 trillion. This can now be escalated by inflation to over SIO trillion. See Kevin A. 
Hassett & Robert Shapiro. What Ideas Are Worth; The Value of Intellectual Capital And Intangible Assets in the 
American Economy, Sonecon (Sept. 201 1 ) at 2, available at www.sonecon.com/docs/studles/ 

Value of Intellectual Capital in American Economv.pdf 
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https://www.sba.gov/sites/defauit/fite5/sbfaa.pdf 
Source: Ann Eskesen of Innovation Development Corporation 



Patents are critical to the success of SBIR Program participants. The Innovation Act makes patents harder to 
get and to keep, which will likely retard some companies from commercializing, thus causing them to be 
removed from the program. This is another way the Innovation Act will decrease company success and 
employment in the US. 

http://www.itif.org/files/Where do innovations come from.odf 


Page 15 of 16 


163 


SBTC 

8u»ness Tednuli^ 



Page J6 of 16 




164 


:i:pixelligent 

April 27, 2015 
Chairman Vitter 
Senator Booker 

Senate Committee on Small Business & Entrepreneurship 

Senate Hearing on Patent Reform: Protecting Innovation and Entrepreneurship 

Re: Hearing on Patent Reform: Protecting Innovation and Entrepreneurship 
held on March 19, 2015 

Dear Chairman Vitter and Senator Booker, 

1] Root Causes of Patent Backlog; Funding or Structural? 

Based on what we have experienced at Pixelligent and conversations I have had 
with numerous patent attorneys, 1 believe the root cause is a combination of 
both funding and structural challenges. From the funding standpoint, I would 
reiterate the point I made during the hearing that the PTO is one of the few 
agencies that is not only self-funded through the fees that it charges, but on 
average generates $300M in excess of what Congress approves as its annual 
operating budget. Unfortunately the PTO is not permitted to retain these excess 
funds and reinvest them back into their operations to hire more staff and invest 
in more infrastructure. This is commonly referred to as the "Innovation Tax". 
Whatever the justification is for allowing this redistribution to happen, it simply 
cannot be taking into account the tremendous economic cost of delaying the 
issuance of hundreds of thousands of US Patents. Perhaps GAO or a similar 
governmental agency could take on the task of trying to quantify the magnitude 
of lost value that occurs as a result of the "Innovation Tax". 

On the structural front, since 2012 the PTO has instituted a number of positive 
initiatives to accelerate the review process. The goals Under Secretary Michelle 
Lee outlined during her Senate confirmation hearing in December 2014 are 
clearly aimed at resolving a number of the structural and fundamental 
challenges required to begin reducing the backlog. However, one of remaining 
significant structural causes of the patent backlog remains the long pendency at 
the Patent Trial and Appeals Board This means that for many applicants, an 
appeal is not an option because it takes too much time. As a result, the patent 
office is training examiners to "compact prosecution," and applicants are often 
forced to re-file their cases. 

In summaiy the core drivers 1 believe are contributing the most to the patent 
backlog are; (1) not allowing the PTO to reinvest the excess fees it generates; (2) 
not enough examiners, especially examiners reviewing utility patents; (3) not 
enough Appeals Administrative Law Judges; and (4] PTO procedures that 
constrain examiners on how much time they are permitted to spend on more 
complex cases, which means they have to force applicants to re-file and/or 
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appeal (I would also like to clarify the backlog number 1 stated during the 
hearing; the 600,000 patents I referred to only applies to patents awaiting a first 
office action, the total number of patents currently in the review process, 
including appeals, is over 1.2 million.) 

2) Appropriate period of time for USPTO to review patents 

This is more difficult question to address as it depends on many factors 
including the complexity of the patent, the number of claims, prior art, the 
length of the patent, the field(s), and too many other factors to list. As I am 
not qualified to be a patent examiner, 1 would recommend that Congress ask 
Secretary Lee what she would be willing to set as an aggressive goal, 
assuming she were allowed to retain all funds generated by the PTO. 

3) Legislative remedies to frx patent backlog 

The first measure would be to end the “Innovation Tax” by allowing the PTO 
to retain all of the funds it generates from its customers/patentees. However, 
I also believe that Congress should work with Secretary Lee and her team to 
set more a^essive goals and then hold them accountable to achieve those 
goals in exchange for retaining the additional funds. In taking these actions, I 
believe Congress will be able to help accelerate the patent review process 
and unleash the enormous amount of Innovation contained in over a million 
patents. The economic value and Jobs created as a result will contribute to 
both the US economy and our competitive position in the global economy. 


Respectfully, 


Craig Bandes 
President & CEO 
Pixelligent Technologies 
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